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Background

The career average Local Government Pension Scheme (LGPS) was introduced on
1 April 2014.

Since the introduction of the new LGPS there have been a number of consultations
on proposed changes to the LGPS, following which amendment regulations have
been issued.

On 19 September 2021, the Government announced that the Ministry of Housing,
Communities and Local Government (MHCLG) became the Department for
Levelling Up, Housing and Communities (DLUHC).

Consultation: Local valuation cycle and the management of employer risk

On 8 May 2019 MHCLG issued a 12-week policy consultation called ‘LGPS:
Changes to the local valuation cycle and the management of employer risk’.

The consultation closed on 31 July 2019.

On 20 March 2020 the LGPS (Amendment) Regulations 2020 came into force.
These regulations provide administering authorities with a discretion to determine
the amount of exit credit which should be payable to an employer leaving the LGPS
with a surplus.

The LGPS (Amendment) (No.2) Regulations 2020 came into effect from 23
September 2020. These regulations provide for new flexibilities that allow employer
contributions to be reviewed between valuations, an exiting employer to enter into
a Deferred Debt Agreement and an exit deficit to be paid in instalments. Following
a consultation WYPF’s Funding Strategy Statement has been updated to include
policies on applying these new flexibilities.

DLUHC has yet to publish its response to the other matters contained in the
consultation, which included changes to the LGPS Local Valuation Cycle, and
employers required to offer LGPS membership.

Consultation on investment reforms

On 11 July 2023, DLUHC launched a consultation on LGPS investment reforms.
The consultation was announced by the Chancellor in his Mansion House Speech.

The consultation seeks views on proposals in five areas:

. Pooling: a deadline of 31 March 2025 for funds to transition all listed assets to
their pool and a move to fewer, larger pools, each with assets in excess of £50
billion, to maximise benefits of scale

+ Levelling up: requiring that funds have a plan to invest up to 5 percent of assets
to support levelling up in the UK

+  Private equity: an ambition to increase investment into high growth companies
via unlisted equity
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. Investment consultants: regulations to implement the requirements set out in
an order made by the Competition and Markets Authority in respect of the
LGPS

+ Definition of investments: a technical change to the definition in the LGPS
Investment Regulations 2016.

This consultation closes on 2 October 2023.

Other LGPS matters
McCloud remedy

On 16 July 2020 both HMT and MHCLG published consultations on the McCloud
remedy. The MHCLG consultation closed on 8 October 2020. On 6 April 2023,
DLUHC published their response to this consultation.

On 13 May 2021 Luke Hall, the Local Government Minister made a written statement
on McCloud and the LGPS. The statement confirms the key changes to scheme
regulations that will be made to remove age discrimination from the LGPS.

On 19 July 2021 HM Treasury formally introduced to Parliament the Public Service
Pensions and Judicial Offices Bill, which makes provision to rectify the unlawful age
discrimination identified by the McCloud judgment.

On 10 March 2022, the Public Service Pensions and Judicial Offices Act 2022
received Royal Assent. The main purpose of the Act is to give the relevant
government departments the regulatory powers to resolve the discrimination
identified in the McCloud judgment.

On 24 November 2022, HMRC launched a consultation on how pension tax will apply
to members protected by the McCloud remedy. This consultation closed on 6 January
2023. The Public Service Pension Schemes (Rectification of Unlawful Discrimination)
(Tax) Regulations 2023 were laid before Parliament on 6 February 2023 and came
into force on 6 April 2023. On 22 May 2023 HMRC launched a technical consultation
on draft tax regulations which make further tax changes to the tax framework as a
result of the public service pensions remedy. This consultation closed on 19 June
2023.

On 14 December 2022, HM Treasury (HMT) made the Public Service Pensions
(Exercise of Powers, Compensation and Information) Directions 2022. They came
into force on 19 December 2022 and apply to England, Northern Ireland, Scotland
and Wales. The Directions set out how certain powers in the Public Service Pensions
and Judicial Offices Act 2022 must be exercised. The Act gives relevant government
departments powers to rectify McCloud discrimination.

The making of the Directions now allows relevant departments to start consulting on
regulations exercising these powers. On 30 May 2023 DLUHC published a the
‘McCloud’ remedy in the LGPS consultation to make the necessary changes to the
LGPS Regulations 2013. This consultation closed on 30 June 2023. The LGPS



https://www.gov.uk/government/consultations/mccloud-remedy-in-the-lgps-supplementary-issues-and-scheme-regulations
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Amendment (No 3) Regulations 2023 are expected to be laid in Parliament in
September and come into force on 1 October 2023.

Cost Control Mechanism

Alongside publication of the McCloud consultation, HMT announced that the pause
of the cost control mechanism would be lifted. The Scheme Advisory Board (SAB)
also said it would be re-examining its results from its cost management process. It
was also announced that there would be a review of the cost management process.

On 15 June 2021 the Government Actuary published his final report on his review of
the cost control mechanism.

On 24 June 2021 HM Treasury launched consultations on proposed changes to the
cost control mechanism and the SCAPE discount methodology.

On 4 October 2021, HMT published its response to the Public Service Pensions: cost
control mechanism consultation.

SAB published the outcome of its cost management process for the 2016 valuation
on 15 October 2021. SAB agreed to spread McCloud costs over a 10 year period
(rather than the 4 years used by HMT) resulting in an outcome of 19.4% against a
target cost of 19.5%. Despite the slight shortfall in cost SAB agreed not to recommend
any scheme changes.

GAD has now published cost cap valuation reports for all 20 public service pension
schemes and it has confirmed that no changes to member benefits or contributions
are required as a result of these reports.

However, on 4 July 2022, the Fire Brigades Union and the British Medical Association
were given permission to judicially review the UK Government’s decision to include
the McCloud remedy costs in the 2016 cost control valuations. The cases would be
heard together. Though the case will look at the firefighters’ and NHS pension
schemes, the outcome may have an impact on the LGPS. This is because the first
cost control valuations in the LGPS also included the McCloud remedy costs. The
High Court Hearing began on 31 January 2023 and on 10 March 2023, it ruled that
HM Treasury’s decision to include the McCloud remedy in the cost cap mechanism
was not unlawful. On 2 June 2023 the Court of Appeal granted unions permission to
appeal against the High Court judgement.

Scheme Advisory Board’s Good Governance Report

In 2019 SAB commissioned Hymans Robertson to prepare a report on the
effectiveness of current LGPS governance models and to consider alternatives or
enhancements to existing governance models which can strengthen the LGPS going
forward. On 31 July 2019 SAB published this report. The phase two report from the
Working Groups to SAB was published in November 2019.

When it met on the 8th February 2021 the SAB agreed that the Good Governance —
Final Report should be published, and for the Chair to submit the Board’s Action Plan
to the Local Government Minister for consideration. SAB has now published its action


https://www.lgpsboard.org/images/Other/Good_Governance_Final_Report_February_2021.pdf
https://www.lgpsboard.org/images/Other/Good_Governance_Final_Report_February_2021.pdf
https://www.lgpsboard.org/images/Other/Annex_to_Good_Governance_letter_110221.pdf
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plan and SAB are now waiting to see how DLUHC responds to its proposals.
Gender pensions gap report

The LGPS Gender Pensions Gap report produced in January 2023 identified a
substantial difference between the average level of pension benefits built up by male
and female scheme members. The difference is 34.7 percent for benefits in the CARE
scheme and 46.4 percent for benefits in the final salary scheme. For benefits in
payment, the difference is even greater at 49 percent.

While this indicates some progress towards equality, the SAB asked the Government
Actuary’s Department (GAD) to explore these gender gaps in more depth. The SAB
asked them to focus on

. career patterns, in particular evidence of recent and past part-time working
. differences relating to employers or categories of employer
. comparing our analysis with the LGA’s 2019 gender pay gap report.

In June 2023, GAD provided their findings. They concluded that there is no simple
answer. There seems to be a complex interaction between the types of work that
women do, their career patterns (including part-time working and career breaks) and
their ability to progress their careers after taking on childcare or other caring
responsibilities.

The report shows that:

. Part-time working patterns are closely related to gender pension (and pay)
gaps for members. However, the observed differences between men and
women in terms of both their current and historic part-time working patterns
are not sufficient to account fully for these gender gaps.

. Pay and pension gender gaps can be seen for staff working with the same
employer. The size of the gap at scheme-level is also due to the difference in
the proportion of males and females working at higher paying employers, as
well as between different categories of employers.

There is no settled approach to data and methodological issues that would allow
detailed comparisons to be drawn between gender gaps in different public sector
pension schemes. The Board has proposed that GAD puts in place a common
reporting framework for all the public sector schemes. Potentially this could be
worked into the quadrennial scheme valuation process. The Board believes that the
relationship between gender pay and pension gaps reporting needs to be addressed
to allow for greater transparency and understanding. The SAB has decided to set up
a small working group to consider next steps.

Other matters
Money and Pensions Service - Pensions dashboard update
On 2 March 2023 The Department for Work and Pensions (DWP) announced plans

for a "reset" of the Pensions Dashboards Programme with a further update on the
plan for the delivery of pensions dashboards expected before summer recess.
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The framework for dashboards will remain unchanged, although DWP will legislate
to provide new connection deadlines and further information on the revised timeline
will be made available following an agreement on PDP’s delivery plan.

On 8 June 2023 the Pensions Minister issued an updated statement setting out
further details of the delay.

The DWP laid the Pensions Dashboards (Amendment) Regulations 2023 in
Parliament on 19 July 2023. A revised staging timetable will be set out in guidance
and all schemes in scope will need to connect by 31 October 2026. The staging
timetable will indicate when schemes are scheduled to connect, based on their size
and type.

The Pensions Regulator Consultation on a new Code of Practice

On 17 March 2021 the Pensions Regulator (TPR) published a consultation on a new
code of practice. This consultation focuses on the draft content for the first phase of
its new code of practice. The new code consists of 51 shorter, topic-based modules
and will replace 10 of its existing codes of practice, which mainly deal with the
governance and administration of pension schemes.

TPR has published an interim response to the new code of practice consultation.
Responses to the consultation included around 10,000 individual answers. TPR has
issued the interim response to allow time to consider these responses and to
incorporate code content arising from the Pension Schemes Act 2021 into the new
code.

The new code of practice is expected to be published in the near future.

Spring budget 2023

On 15 March 2023, the Chancellor of the Exchequer delivered his Spring Budget
following which the Finance (No.2) Bill 2022/23 was published on 23 March 2023.

With effect from 6 April 2023, the Bill proposes to enact some of the changes
announced at the Spring budget. In particular:

. increasing the annual allowance (AA) from £40,000 to £60,000

. increasing the money purchase AA from £4,000 to £10,000

. increasing the adjusted income level for the tapered AA from £240,000 to
£260,000

. increasing the minimum tapered AA from £4,000 to £10,000

. abolishing lifetime allowance (LTA) charges arising in relation to benefit
crystallisation events (BCE) occurring on or after 6 April 2023

. allowing members to accrue new pension benefits, join new arrangements or

transfer, without losing enhanced protection or fixed protection where the
protection was applied for before 15 March 2023

. changing the taxation of the LTA excess lump sum, so that it is taxed as
pension income (i.e. taxable at marginal rate rather than 55 per cent)
. ensuring that payments of (or any part of) serious ill-health lump sums defined

benefit lump sum death benefits or an uncrystallised funds lump sum death
benefits that would have incurred an LTA charge remain taxable payments,


https://questions-statements.parliament.uk/written-statements/detail/2023-06-08/hcws836
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with the excess taxed as pension income (i.e. taxable at marginal rate rather
than 55 per cent).

The Finance (No.2) Act 2023 received Royal Assent on 11 July 2023.
Also, at Spring Budget 2023 the government announced that it would abolish the LTA from
the 2024/25 tax year. The Finance (No.2) Act began this work by removing the LTA charge

and delivering some further changes.

On 18 July 2023 HMRC published a policy paper and draft Finance Bill Measures: Abolishing
the Pensions Lifetime Allowance. This measure delivers the changes required to abolish
the LTA and clarify the tax treatment of pension savings. It clarifies how lump sums
and lump sum death benefits will be taxed in its absence, the position of individuals
with LTA protections, lump sum protections or LTA enhancement factors and the
function of BCEs.

Consultation on second set of rectification regulations

On 22 May 2023, HMRC launched a consultation on The Public Service Pension
Schemes (Rectification of Unlawful Discrimination) (Tax) (No.2) Regulations 2023.

The draft regulations supplement The Public Service Pension Schemes (Rectification
of Unlawful Discrimination) (Tax) Regulations 2023 (‘first set of regulations’), which
came into force on 6 April 2023.

The first set of regulations modifies various tax legislation, so the correct tax
treatment is applied when public service schemes implement the McCloud remedy.
The draft regulations propose further modifications. This consultation closed on 19
June 2023.

On 17 August 2023 the Public Service Pension Schemes (Rectification of Unlawful
Discrimination) (Tax) (No.2) Regulations 2023 were laid before Parliament and these
come into force on 14 September 2023.

OTHER CONSIDERATIONS

None

FINANCIAL & RESOURCE APPRAISAL
None
RISK MANAGEMENT AND GOVERNANCE ISSUES

None

LEGAL APPRAISAL

None



10. OTHER IMPLICATIONS
10.1 SUSTAINABILITY IMPLICATIONS
None.
10.2 TACKLING THE CLIMATE EMERGENCY IMPLICATIONS
None
10.3 COMMUNITY SAFETY IMPLICATIONS
None
10.4 HUMAN RIGHTS ACT
None
10.5 TRADE UNION

None
10.6 WARD IMPLICATIONS

None

10.7 AREA COMMITTEE LOCALITY PLAN IMPLICATIONS
None

10.8 IMPLICATIONS FOR CHILDREN AND YOUNG PEOPLE
None.

10.9 ISSUES ARISING FROM PRIVACY IMPACT ASSESMENT

None

11. NOT FOR PUBLICATION DOCUMENTS

None

12. OPTIONS

> Set out the principal options. There is invariably more than one possible course of
action that could be taken.

> For each option set out the pros and cons.

> Evaluate the options and identify any which are clearly to be preferred and give a

rationale for the preferred opinion.



13.

14.

15.

RECOMMENDATIONS

It is recommended that the Pension Board note the report.

APPENDICES
None

BACKGROUND DOCUMENTS
None



	On 24 November 2022, HMRC launched a consultation on how pension tax will apply to members protected by the McCloud remedy. This consultation closed on 6 January 2023. The Public Service Pension Schemes (Rectification of Unlawful Discrimination) (Tax) Regulations 2023 were laid before Parliament on 6 February 2023 and came into force on 6 April 2023. On 22 May 2023 HMRC launched a technical consultation on draft tax regulations which make further tax changes to the tax framework as a result of the public service pensions remedy. This consultation closed on 19 June 2023.

