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What we’ll be discussing today
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1. Comparison of position pre and post the proposed change in regulations

2. How might funds exercise their discretion?

3. Experiences in England & Wales

4. Case studies

5. Top tips for planning an exit
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What’s changed?
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Assets 
£10m

Cessation 
Liabilities 

£7m

Surplus 
£3m

Current position:

If the actuary calculates a surplus 
of £3m, the fund has to pay this 
amount to the employer

Proposed position:

If the actuary calculates a surplus 
of £3m, the fund has to decide 
whether to pay a refund, and if so, 
how much
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Considerations for the fund
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1) Extent of a 
surplus

Is a large surplus 
more or less likely 

to be paid?

2) Level of 
employer 

contributions

Might cap an exit 
credit at 

contributions paid in 
by the employer?

3) 
Representations 
by the employer

If employer funded 
deficits whilst 
participating, 
reasonable to 

access surplus on 
exit?

4) Any other 
relevant factor

Very open ended?

How will this be 
applied?

Future running 
costs?

4 items for funds to consider under the regulations when exercising their discretion:
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Experiences in England & Wales
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Cap refund at level of 
employer contributions

Take off future admin 
and running costs

Don’t pay for pre 2018 
admissions

Risk based calculation, 
e.g. 90% chance of 

funding being sufficient

2) Adjustments to 
the refund

1) Policy 
decisions

3) Hardening 
the exit basis

Cessation corridors

These changes are 

already happening 
in Scotland too

Don’t pay where not on-
risk during participation
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Hardening of cessation bases
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Historically, nearly 
all funds have used 
a “Gilts basis” for 

cessation.  This uses 
a discount rate in 

line with gilt yields.

Some funds moving to a risk based 
approach, i.e. require assets such that 

there is an x% chance of having sufficient 
funds for next y years.  Two key points:

1) Gives higher liabilities than gilts.
2) Results very sensitive to the 

confidence level: moving from 95% to 
90% can take over 10% off the liabilities.

Some funds using a 
corridor approach.  

No exit debt or 
credit payable if 

funding within the 
corridor.  Higher end 

of corridor above 
gilts.

Exit debt payable if 
funding below lower 
end of corridor 

Funding needs to be 
above higher end of 
corridor to get exit credit
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Case study 1: outsourcer
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Assets 
£10m

Cessation 
Liabilities 

£7m

Surplus 
£3m

Situation:

• Outsourcer with local authority contract

• Pass through on pension costs

Is a refund likely?

• Not on-risk during participation

• Surplus exceeds contributions
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Case study 2: charity
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Assets 
£10m

Cessation 
Liabilities 

£7m

Surplus 
£3m

Situation:

• Charity in standard employer pool

• Participated for 10+ years and paid 
significant secondary contributions 
historically

Is a refund likely?

• On-risk during participation
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Case study 3: Council guarantee
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Assets 
£10m Cessation 

Liabilities 
£8m

Surplus 
£2m

Situation:

• Employer with Council guarantee

• Exit debt only payable if in deficit on an 
ongoing basis

Is a refund likely?

• Partly on-risk during
participation

• Fund keeps £2m of £4m surplus?

Ongoing 
Liabilities 

£6m

Surplus 
£4m
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Top tips
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1. Complete due diligence on exit ability, e.g. admission agreement, transfer agreement, contracts of 
employment

2. Get clarity from fund on exit credit policy in advance

3. Make representations to the fund if there is a strong case for payment of an exit credit (e.g. been 
on-risk during participation in the fund)

4. Consider an indicative cessation valuation that is guaranteed for 90 days

5. Profile affected employees, and consider any win-wins that might be there to ease the HR impact of 
an exit (e.g. funding an early retirement strain, buying additional deferred pension)

6. Understand implementation costs (advisers, funds)
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About Spence
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SINCE 
2000

7 
OFFICES

1000+MEMBER  
SCHEMES 
MANAGED

230+ 
STAFF

£9.9M 
TURNOVER 
2022/23

FROM <£5M TO 
£700M CLIENT’S 

SCHEMES BY ASSET 
SIZE

PROVIDING FULL 
SERVICES FOR 
60+ SCHEMES 

AAF 01/20, 
IS0 27001 AND 

ISO 9001 CERTIFIED

ADVISORY / SUPPORT 
SERVICES 100+ TRUSTEE 

BOARDS AND SPONSORING 
EMPLOYERS 

PASA 
ACCREDITED
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