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Introduction 

1  This paper provides an update to the board on current LSB contingency planning  

in the event of  regulatory exit. We have carried out a review of our current 

contingency plans in light of new and emerging risks relating to unforeseen  

collapse, persistent performance issues and the risk of an approved regulator  

choosing to exit the market.   

Recommendation(s) 

2  The Board is invited  to:  

Note  the action taken by the LSB in relation to contingency planning to date  and 

the proposed further actions to be carried out in the current business plan year  

following the steer from  ARAC at its meeting in May  2019.  

Timing 

3  We have commited to work on this refresh of our contingency plans in this 

business plan year. As a result we will need to, in the coming months,  draw up 

key documents and templates that will be used for any  future enforcement steps.  

 

 

1  
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Background 

4  In 2011 the LSB prepared contingency plans considering the profile of each  

approved regulator and setting out scenarios, options and an LSB  policy position 

to be taken in the event of failure of an approved regulator. The plans were 

shaped internally with assistance from external legal advice.  

 

5  In the last 18 months concern relating to the potential exit  of an approved 

regulator has prompted a review of the LSB’s contingency planning  
documentation.  

 

6  In any event, whatever the reason for the exit of an approved regulator from the 

market, the LSB needs to be prepared to ensure the continuity of regulation in 

order to protect consumers and ensure  authorised persons are able to continue 

practising safely without detriment to the regulatory objectives.  

 

7  Full detail mapping our contingency plans will be set out in an internal policy 

document in due course.  

 

Modes of Exit 

8  As the board are aware,  regulatory exit can take several forms, some more 

precipitous than others. We have categorised these as voluntary exit, largely 

unforeseen collapse and a managed exit relating to a persistent inability to meet 

regulatory  performance standards.  

 

Voluntary exit  

 

9  Voluntary exit  is the most straightforward in terms of process. Co-operation  is 

assumed and a plan of action will be required from the approved regulator  

wishing to exit the market. The process from there is governed by existing LSB 

rules  for applications to cancel designation as an approved regulator1.    

 
1  
https://www.legalservicesboard.org.uk/what_we_do/regulation/pdf/New%20folder%20(2)/FINAL_Rules_for_ 
applications_to_cancel_designation_as_an_approved_regulator.pdf  

https://www.legalservicesboard.org.uk/what_we_do/regulation/pdf/New%20folder%20(2)/FINAL_Rules_for_applications_to_cancel_designation_as_an_approved_regulator.pdf
https://www.legalservicesboard.org.uk/what_we_do/regulation/pdf/New%20folder%20(2)/FINAL_Rules_for_applications_to_cancel_designation_as_an_approved_regulator.pdf
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10  A summary of requirements can be found on Page 4 of  Annex A.  

 

Unforeseen Collapse  

 

11  The LSB has regularly undertakes a series of actions to minimise the risk of any 

unforeseen collapse of a regulator  and the subsequent need to make use of 

contingency plans.  

 

12  The LSB’s ongoing Regulatory Performance work has key outcomes that are 

assessed in relation to the Governance and Leadership of the regulatory bodies. 

This work ensures that we gather up to date evidence on how the regulators 

function. By seeking to ensure that regulators are well-led, we should be reducing 

the likelihood of failure.  

 

13  The identification of concerns and intervention of the LSB through this framework 

ensures that we are able to engage bodies and escalate as appropriate.  

 

14  In addition the LSB considers the resources of regulatory bodies on a yearly 

basis through the PCF approval process. This annual exercise provides the LSB  

with an opportunity to assess the financial position of the regulatory bodies, 

including in relation to reserves, and  to identify concerns.  

 

15  If an approved regulator did collapse then immediate action would need to be 

taken in order to ensure the continuity of regulation and protection of consumers.  

We have identified a need to make use of Intervention (s41) and in due course 

Cancellation of Designation (s45).  

 

16  We have further established that in the case of insolvency the S51 funds would 

be ring-fenced and could only be used for their statutory purpose.  

 

17  It is expected that we would work initially with the relevant insolvency practitioner 

to ensure continuity of regulation and would then advance discussions with 

another regulatory body for them to take over the regulatory function.  
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Exit  initiated by the LSB (for example as a result of sustained unacceptable 

performance)  

 

18  In considering what action we could take  in circumstances where a regulator was 

persistently underperforming  we reviewed our existing contingency policy and it 

was clear that further work was required to more fully map out the enforcement 

options available to the LSB. We have set out the LSB’s enforcement powers and  
the order in which such powers might be used in the circumstances of the 

persistent inability to meet regulatory performance standards. This document can 

be found at Annex A. The LSB could:  

•  set performance targets (s.31)  

•  issue directions (s.32)  

•  issue a public censure (s.35)  

•  issue a financial penalty (s.37)  

•  intervene (s.41)  

•  designate the LSB as an approved regulator (s.62)  

•  apply to cancel the designation of an approved regulator (s.45)  

 

19  Alongside our thinking on use of the formal powers we have and the order in 

which they would be used,  we have also considered what soft powers we would 

deploy in circumstances where we have concerns about regulatory performance. 

These will  be explored separately.  

Next Steps 

20 In order to complete the contingency planning refresh we will prepare key internal 

documents setting out the narrative of the policy along with templates for future 

use to minimise the time it would take to use each of the different enforcement 

powers. 

Risks and mitigations 

The ongoing actions set out in this paper are all within the budget 
Financial: 

for 2020/21. 

The legal team will be engaged to review the internal policy 
Legal: documentation and templates as they are being prepared to 

mitigate any legal risk. 

A failure to have adequate plans in place for regulatory exit would 
Reputational: 

have significant reputational implications for the LSB. 
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The Business Plan for 2020/2021 included plans for additional work 
Resource: to update and refresh the LSB policy documentation for regulatory 

exit. 

Freedom of Information Act 2000 (FoI) 

Para ref FoI exemption and summary Expires 

N/A N/A N/A 
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