Pension Fund Committee
11 September 2020
Item 3a
EMPLOYER CHANGES
Introduction
1.

This report updates the Committee on employers that have joined or exited the Fund
during the period 1 June 2020 to 31 August 2020 (inclusive).

Recommendation
2.

The Committee is asked to note and comment on the update on employers that have
entered or exited the Cheshire Pension Fund in the reporting period.

Background
3.

The Committee will be aware, from previous updates discussing the changes to the
membership profile of the Fund and the wider public sector (for example a significant
increase in the number of outsourcings and the conversion of maintained schools to
Academy status); that the number of new employers admitted to the Fund has
increased markedly in recent years.

4.

Likewise, the Committee will be aware that the impact of the different characteristics of
newly admitted employers to the Fund’s risk profile was identified as a key driver in
developing the employer monitoring work stream.

5.

Changes in the characteristics of new employers and differences in key risk metrics
such as covenant, cash flows, maturity of membership profile, lifespan in the LGPS etc.
have been identified as a key strategic risk to the Fund and its investment and
contribution strategies.

6.

In recognising the increased volume and potential impact of these drivers, it was
resolved that a report on new employers and employers who have left the Fund, be a
standing item on the Committee’s agenda.

Summary of Changes
7.

Appendices A and B (if present) to this report provide the following details for employers
who either joined or left the Cheshire Pension Fund during the period 1 June 2020 to
31 August 2020 (inclusive):
•
•
•
•
•
•
•
•
•

The nature of the organisations access to the LGPS e.g. as a Community Admitted
Body or Transferor Admitted Body
A brief summary of the services provided by the new body (joiners only)
The ceding authority or employer (both joiners and leavers)
Date joined/left the scheme
The number of members who have transferred to the new body (joiners only)
The value of the pension indemnification bond (joiners only)
Contract length (joiners only)
Open or closed to new members (joiners only)
Cessation basis (ongoing or gilts)
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•
•

Payment due (leavers only)
Reason for leaving (leavers only)

8.

Should the Committee consider that they need more or less information than the
proposed standing item provides, officers will revise the report accordingly.

9.

The main issues and themes of the changes experienced are summarised below:
•
•
•

In total 3 members were transferred to a new employer over the period 1 June
2020 to 31 August 2020.
There were no transfers to new Academies in this period
No employers exited the Cheshire Pension Fund in this period.
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New Admitted
Body

SMC Premier
Cleaning
Limited

Date of
Entry

Type of
Entry

Letting / Ceding
Employer/
Guarantor

Service

Bond
Details

01/01/2020

TAB

Cheshire West &
Chester

Cleaning
Services for
Moulton
Primary
School

N/A

TOTAL

Contract
Length

1 Year

Members at
point of entry

3

3
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COMPLIANCE UPDATE
Introduction
1.

This report provides the Committee with a summary of the Breaches Log for the year
to date 1 April 2020 to 30 June 2020.

Recommendation
2.

The Committee are requested to note and comment on the summary of the Breaches
Log for 1 April 2020 to 30 June 2020.

Breaches Log
3.

In accordance with the Breaches Policy, both the Committee and the Local Pension
Board review the Breaches Log on a quarterly basis, in order to identify any trends
that may require further action.

4.

A summary of the breaches included on the log between 1 April 2020 and 30 June
2020 are listed below in Table 1 and are categorised by red, amber and green. For
comparison purposes the total numbers of breaches for the prior year have also been
included.

5.

Red breaches are those which require reporting to the Pensions Regulator (TPR).
Amber breaches are where the Fund has highlighted an issue with the employer
which requires further monitoring but are not material enough to require reporting to
the Pensions Regulator. Green breaches are those where following investigation, no
further action is deemed necessary.

Contributions
ABS
Disclosure
Administration
Sub-totals
6.

71
1
1
26
99

Total
2020/21

Total
2019/20

Table 1 – Summary of the Breaches Log

9
0
0
36
45

Status
2020/21
Red
0
0
0
0
0

Amber
0
0
0
0
0

Green
9
0
0
36
45

There have been no red or amber breaches in the period. Below is a summary of the
breaches.
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Contribution breaches
7.

During the quarter there were nine Green breaches. The majority of these relate to
employers who have small numbers of staff and so are easily affected by unexpected
staff absences or have been impacted by Covid-19.

Administration breaches
8.

The Fund has identified thirty six breaches relating to administration casework during
the first three month period of 2020/21. This is already an increase compared to
2019/20 where there were twenty six breaches for the whole year.

9.

In recent months staff members have been working overtime to increase the number
of cases that they have been able to process from the casework backlog. As a result
many of the older cases are now being processed which has resulted in an increase
in administration breaches.

10. Processes have now been amended to ensure that we do not breach disclosure
regulations, however, as the cases which are now being processed pre-date these
changes they will flag up as a breach.
11. It is expected that administration breaches will continue to be high in 2020/21 as
further such older cases will be identified as the staff work their way through the
backlog.
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BUSINESS PLAN 2020-21 – PERFORMANCE UPDATE
Introduction
1.

This report provides the Committee with the updated performance reporting
dashboard which summarises progress in each quarter of the 2020-21 Action Plan.

2.

The report also provides a forecast outturn for the 2020-21 year.

Recommendation
3.

The Committee is asked to note the progress in delivering the Action Plan and the
forecast outturn position.

Action Plan Performance Update
4.

The performance dashboard was presented to the Committee at the last meeting in
June. A copy of the up to date dashboard is attached as Appendix A to this paper.

5.

There were three actions identified as amber (denoting minor delay or marginal
underachievement) in quarter one. Two of these amber actions have now been
moved forward to quarter three and will be considered in line with a strategic review
of the communication and training resource required for the Fund.

6.

The third action flagged amber in quarter one relates to the transition of employers
onto Monthly Interfacing (MI). Committee will note that the Transactional Service
Centre (TSC) is now live on MI. TSC manage the payroll for Cheshire West and
Chester and Cheshire East Councils along with some of their companies, schools and
academies. In total TSC provide services for 51 employers representing over 17,000
members - 40% of the active membership of the Fund. It is a significant achievement
for TSC to have moved over to MI and officers are grateful for the support of TSC
staff in achieving the transition.

7.

There were 23 actions to be completed during quarter 2. The dashboard in Appendix
A shows there are no actions flagged red, four actions flagged amber and the
remainder are green. Appendix A includes commentary on each action.

8.

The Committee will continue to receive quarterly updates on progress in achieving the
Action Plan for 2020-21.

2020-21 Forecast Outturn
9.

The 2020-21 budget was set at £4.613m and included £1.083m for the Fund’s
contribution to the operating costs of LGPS Central Ltd, which are shared between
the eight partner funds.

10. The budget included a contingency of £250K to fund potential costs which were
unquantified at the time the budget was set. These included:
• Resourcing outcomes of scheme changes due to McCloud case
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•
•
•

Resourcing outcomes of the Good Governance Review
Impact of actuarial re-procurement
LGPS Central budget for 2020-21 not yet finalised

11. The outturn forecast at the end of July is an underspend of £337K. Much of the
underspend is due to the £250k contingency being unused thus far. Now that the
McCloud remedy consultation is underway it is likely that additional resources will be
needed (see the paper on McCloud item 4 on this agenda).
12. The Covid 19 restrictions have also impacted on other activities (such as the SAB
good governance review) expected to require resourcing from the contingency. The
position will continue to be closely monitored for the remainder of the year.
13. Staff expenses are underspent due to vacant posts, but recruitment is ongoing with
interviews planned for the next few weeks.
14. A further update on the forecast outturn will be presented to the Committee in
December.
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Action Plan Tracker 2020-21
Progress Update
Action
Plan Ref.

Action

Quarter
Due

AP1

AP2

 Review governance arrangements in the light of
recommendations from national LGPS Good Governance
review/ Barnett Waddingham CPF Review. (Dependent
on SAB timeline)

Q2

 Present Committee with business case to invest in
LGPS Central’s Emerging Market Debt (EMD) product.

Q2

Progress
Red/Amber/ Comments on progress
Green
SAB has extended its Good Governance Review timeline due to the
impact of Covid 19. SAB were targeting an implementation date of April
2021 but there is no confirmed date as yet when SAB will publish its final
recommendations. Officers are reviewing Barnett Waddingham’s
recommendations held pending SAB review outcomes to consider if any
should now be taken forward
Committee endorsed proposal for £150m (2.5% of Fund assets)
Completed investment in the Central EMD fund at PFC Committee meeting on 17th
July 2020.

AP2

AP3

AP3

 Map procurement route to appoint investment
managers from the West Midlands Sustainable Equity
Framework.

Q2

The Fund's equity allocation is now overweight versus its strategic asset
allocation so there is no headroom to invest in the sustainable equity
framework without reducing commitments to existing equity managers.
A full review of the equity portfolio is scheduled for Q3/Q4 and it is
proposed that sustainable equities be incorporated into this review,
alongside other issues like carbon footprint improvements etc.

 Produce the Annual Report and Statement of Accounts
in line with statutory and best practice guidance and
obtain a clean Audit Findings Report.

Q2

Annual Report and Statement of Accounts produced in line with
Completed timetable. External audit review and sign off of Accounts delayed due to
Covid-19.

 Include transparency and pooling requirements within
the annual report.

Q2

Completed Completed

AP4
 Continue with Client Relationship Meetings with top
tier of employers (100+ members).

There are 30 employers in the Fund who each have over 100 members.
CRM meetings have been held with 14 of the 30 employers. Some
meetings were postponed due to the pandemic and the Fund is now
seeking virtual meetings with the remaining employers by the end of the
calendar year.

Q2

Page 31 of 330

Pension Fund Committee
11 September 2020
Item 3c Appendix A

Action Plan Tracker 2020-21
Progress Update
Action
Plan Ref.

Action

Quarter
Due

AP4

AP4

 Increase the percentage of active members who
receive an ABS by the 31 August deadline to 90% (85% in
2019).

Q2

 Issue 100% of ABS for Deferred members where we
hold a current address.

Q2

Progress
Red/Amber/ Comments on progress
Green
The Fund issued ABS to over 90% of active members who are eligible to
receive one by the due date of end of August.
There are c3,000 members who did not receive an ABS by the end of
August and the Fund is working through those cases to determine
whether the member is eligible to receive an ABS or left prior to 31
March 2020.
Completed ABS issued to all members where we hold a current address.

AP4

AP5

AP5
AP5

AP6

 Carry out pensions tracing for deferred members with
whom we have lost contact.

Q2

There were c3,200 'gone away' members. The Fund commissioned the
services of a tracing company and has now located around 2,000
members. Work is ongoing to locate the remaining members. A tender
exercise will be conducted to retain the services of a tracing company on
an ongoing basis.

 Present Committee with proposals for either contract
extension or retender of Investment Consultancy
contract.

Q2

Decision paper to be presented to PFC on 11 September 2020

 Commence production of further competition
documentation for Administration Database tender.

Q2

Production of documentation has commenced.

 Update further competition documentation for
Actuarial Services tender.

Q2

Timeline to launch retender being reviewed in light of impact of McCloud
Consultation, ongoing major projects and continuing Covid 19
restrictions.

 Member Self-Serve - Engage with Civica to map system
functionality to deliver member Self-Serve and
determine initial options to be delivered to employed
scheme members

Q2

Project plan to be agreed by stakeholders by end of September
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Action Plan Tracker 2020-21
Progress Update
Action
Plan Ref.
AP8

Action

Quarter
Due

Progress
Red/Amber/ Comments on progress
Green

 Investigate the opportunities to introduce automation
of casework processes

Q2

A meeting has been arranged with the administration database provider
to explore the introduction of bulk leaver processes.

 Complete triage of Aggregation casework

Q2

Completed the triage of re-joiner casework. The triage of concurrency
casework is on track to be completed by the end of September.

AP8

AP8

AP8

 Complete training of staff on deferred casework.

Q2

 Review Leavers received as part of the data cleanse
and assess the impact on existing backlogs (refunds,
deferred, aggregation)

Q2

 Continue with Transfer related casework process
reviews

Q2

 Complete 2019-20 CEM investment performance and
costs benchmarking return.

Q2

Training is ongoing for some staff members. The Fund is conducting a
recruitment exercise to appoint additional members of staff. Once the
recruitment is complete we will re-evaluate the training need and
introduce measures to deliver the training remotely.
Requests for missing data for members who have left the Fund have
been issued to employers. Once responses are received the leaver will
be processed and then we can assess the impact upon casework.
A fundamental review of the 24 transfer related processes is underway.
Four of these processes account for the majority of the workload within
transfer. The process review has been completed on one of these and is
well progressed on a second process. The Fund will continue with the
reviews until all processes have been updated.

AP8

AP9

AP9

 Publish the Fund’s Climate Change Stewardship Plan
following assessment of the Fund’s climate change
related investment risks.

Completed Completed by 31 July deadline
The Fund's Climate Risk report and associated summary and promotional
material will be presented to the PFC on 11 September and once
approved, published immediately. This will be followed by production of
the Fund's Climate Strategy and Stewardship Plan.

Q2
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Action Plan Tracker 2020-21
Progress Update
Action
Plan Ref.
AP11

AP12

AP12

Action

Quarter
Due

Progress
Red/Amber/ Comments on progress
Green

 Develop employer dashboard/matrix to include
employer covenant as an employer statistic/ measure

Q2

On target to be completed by 30 September

 Complete UAT and other preparation work for phase 1
B4B implementation (Dependent on B4B timeline)

Q2

Although precise timings have not yet been confirmed by the Unit 4 ERP
team, the Pensions team is preparing for UAT and lining up resources for
phase 1 implementation.

 Roll out updated Management information reporting
suite – to include performance dashboard for reporting
to Committee and Board

Q2

Key management reporting requirements identified, reporting tools to be
developed by end of the quarter.
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REGULATORY UPDATE
Introduction
1.

This report provides the Committee with an update on the recently published
Government response regarding proposals to review employer contributions between
valuations and to provide greater flexibility on exit payments.

2.

The report also provides a brief update on the Government’s proposal to introduce a
£95K cap on exit payments in the public sector.

Recommendation
3.

The Committee is asked to:
a) Note the greater flexibility to review contribution rates between valuations
b) Note the greater flexibility on exit payments through spreading exit payments or
entering Deferred Debt Agreements
c) Note that the Funding Strategy Statement will have to be reviewed to capture the
Fund’s policy to reviewing contribution rates, spreading exit payments and entering
Deferred Debt Agreements
d) Note the update on the Government’s proposal to introduce a £95K cap on exit
payments in the public sector

Background
4.

The Ministry for Housing, Communities and Local Government (MHCLG) has
published its response to proposals to review employer contributions between
valuations and to provide greater flexibility on exit payments. This is a partial response
to a wider consultation on changes to the LGPS in England & Wales dating from 2019.
The Government published its response to the proposals for changes to the rules on
exit credits in February 2020, and its response on the rest of the proposals has yet to
be published.

5.

The amended regulations relating to employer contributions and exit payments ‘The
Local Government Pension Scheme (Amendment) (No. 2) Regulations 2020’ come
into force on 23 September 2020.

6.

The Committee was presented with the Governments initial proposals and consultation
at their June 2019 meeting, and subsequently endorsed a response where the
administering authority was supportive of the proposals as they would regularise
arrangements that a number of Fund’s (including Cheshire) were already using and
put them on a firm legislative footing.
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7.

The amendments are consistent with the initial proposals, and fall broadly into two
headings:
•
•

greater flexibility to review contribution rates between valuations
greater flexibility on exit payments through spreading exit payments or entering
into Deferred Debt Agreements

Review of employer contributions
8.

Administering authorities currently review employer covenant strength from time to
time and take steps to manage and reduce covenant risks, for example seeking
additional security or reviewing contributions for employers likely to exit. At fund
valuations administering authorities take account of covenant strength, for example in
setting secondary contributions to target a specific funding level, or in setting an
appropriate likelihood of success of the funding plan meeting its target. However, the
circumstances of employers may change between valuations, for example due to a
change in covenant strength or workforce composition, or local Government
reorganisation.

9.

In view of responses to the consultation and subsequent representations, the
Government has concluded that the power to review contributions should be available
in respect of all employers. This would enable administering authorities to respond to
the full range of circumstances which may change between valuations, including
potential impacts of COVID-19 and some other circumstances for example when local
Government reorganisation leads to a change in liabilities.

10. The amended regulations grant administering authorities and employers the following
new flexibilities:
•
•
•

Administering authorities may review the contributions of an employer where
there has been a significant change to the liabilities of an employer
Administering authorities may review the contributions of an employer where
there has been a significant change in the employer’s covenant
An employer may request a review of contributions from the administering
authority.

11. Administering authorities will be required to consult with the employer when
undertaking a review of the employer’s contributions.
12. In order to provide consistency and transparency in the use of the new power,
administering authorities will be required to state their policy on the review of employer
contributions in their FSS and obtain advice from their actuary.
13. Administering authorities will be expected to consider the impact on other employers
in the fund of any change in contributions payable by an employer or employers. Where
the funding position for an employer significantly changes solely due to a change in
assets, the new regulations will not allow employer contributions to be reviewed outside
a full valuation.
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Flexibility on exit payments
14. The current rules on exit payments may be onerous for some employers and may
mean that exiting employers continue accruing liabilities which they cannot afford in
order to defer, what can be a significant lump sum exit payment. There could also be
a risk that some employers could become insolvent as a result of inability to meet an
exit payment when they come to leave, with potential implications for employment,
delivery of local services and future support for the scheme.
15. The amended regulations now allow additional flexibilities on exit payments, giving
administering authorities the following options in managing exiting employers:
•
•
•

Option 1 - As currently, calculate and recover an exit payment for employers
ready and able to leave and make a clean break. These employers may also
begin making exit payments prior to leaving.
Option 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.
Option 3 - Agree a Deferred Debt Agreement (DDA) with an employer to enable
them to continue paying deficit contributions without any active members where
the administering authority is confident that the employer would fully meet its
obligations. With the exiting employer becoming a ‘deferred employer’.

16. As noted earlier this administering authority was supportive of this additional flexibility
in its response to the 2019 consultation, and the large majority of respondents were in
support of the proposals with appropriate safeguards to ensure consistency and
transparency. Some administering authorities already achieve similar objectives
through local arrangements.
Next Steps
17. In order to provide consistency and transparency in the use of the new power,
administering authorities will be required to state their policy on the review of employer
contributions, spreading exit payments and Deferred Debt Agreements in their Funding
Strategy Statement and obtain advice from their actuary.
18. For example, administering authorities will be expected to determine whether to spread
an exit payment, over what period and the proportion of the exit payment to be paid
each year, taking account of the interests of all employers and the funds as a whole.
The proposed policies will be presented to Committee before going through another
consultation with employers.
19. The Government consulted on what would be the most helpful and appropriate
guidance and will consider the responses and work with the Scheme Advisory Board
and CIPFA in developing and publishing guidance.
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Public Sector Exit Payment Cap
Background
20. The Government first announced plans to cap exit payments in the public sector at
£95K in 2015. In April 2019 HM Treasury (HMT) launched a consultation on draft
regulations, guidance and Directions to implement the cap. The administering authority
submitted a response to the consultation which was shared with this Committee.
21. In July 2020 the Government finally published its response to the consultation. The
Government is continuing with the introduction of the cap across the public sector. The
cap will apply to all public sector employers and a schedule listing all public sector
bodies covered by the cap has been published alongside the regulations. Introduction
of the cap will have implications for those LGPS employers listed in the schedule to
the draft regulations.
Impact on the Local Government Pension Scheme
22. Members will be aware that the LGPS provides a mandatory right for employees who
are made redundant when over 55 years of age to have immediate access to an
unreduced pension.
23. Not only are they entitled to, but they must take immediate payment of their LGPS
benefits. There is no option to either defer payment or take part payment.
24. The employer is required to pay to the LGPS the cost (“early retirement strain” or ‘ERS’)
of releasing the pension early with no reduction.
25. The draft regulations defined the types of payments intended to be subject to the cap.
Any pension benefits accrued by the member to the date of exit e.g. pension or lump
sums are not part of the cap because they do not normally involve any cost to the
employer.
26. However the draft regulations included and (and the consultation response still
includes):
“any payment made to reduce or eliminate an actuarial reduction to a pension on early
retirement or in respect to the cost of a pension scheme of such a reduction not being
made”
27. This means that the cost of the ERS forms part of the total exit payment which in total
cannot exceed £95K. This potentially causes a number of issues for members,
employers and LGPS funds.
28. The size of a members ERS will depend not only on the member’s pensionable pay,
but also the number of years early they retire, and their length of service in the LGPS.
The exact impact will vary significantly depending on individual circumstances, but it is
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likely staff with long pension service and who would not be classed as particularly high
earners will be caught by the £95K cap.
29. On a technical note, each LGPS Fund uses local actuarial factors to calculate the ERS,
so two individuals in the exact same circumstances could breach the cap in one LGPS
fund and not breach in another LGPS fund.
30. As well as the potential impact on the number of staff who might get caught by the cap,
there are a number of practical issues that will need addressing through regulatory
changes and/or guidance.
31. We understand that changes to the regulations will prevent the payment of severance
in addition to a pension strain cost. Not only will a severance payment no longer be
payable, but if a pension strain payment cannot be made in full because of the cap,
then the member would be faced with having to take a reduced pension.
32. This raises questions around the lack of choice as well as the situation of different
strain costs between LGPS funds resulting in different reductions being made for the
same length of service and pay. It also appears to be the intent to provide a facility for
the member to buy out the reduction.
Next Steps
33. We understand that MHCLG is looking at options to introduce choice for members to
take a deferred benefit rather than a reduced pension, together with guidance on the
calculation of standardised strain costs and the option to purchase the shortfall. Any
changes to LGPS regulations would be subject to a further consultation.
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