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The Pension Regulator —six key processes

Introduction

The Pensions Regulator (TPR) has a statutory duty for regulatory oversight under
the Public Service Pensions Act 2013 and monitors six key processes as part of their
annual governance and administration survey. TPR uses these key processes as
indicators of public service pension scheme performance.

In 2020-21, over two-thirds (70 per cent) of public service schemes had all six key
processes in place.

For the Firefighters’ Pension Scheme (FPS) across England, Wales, Scotland, and
Northern Ireland, almost three quarters, 74 per cent, have all six processes in place’.
This is a significant increase, from 55 per cent in 2019.

This factsheet has been updated to give further guidance to FRAs on the six key
processes in order to achieve a higher rate of understanding and compliance ahead
of the next survey.

TPR expect to run the next survey within this financial year, to assess governance in
2022. The next survey is expected to include questions covering baseline knowledge
and understanding of the new codes which will be introduced. There will be other
changes from earlier versions of the survey including questions on pensions
dashboards and governance.

1 TPR public service research report 2020-2021 [Paragraph 1.2]
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The six processes

Documented procedures for assessing and managing risks
Process for resolving contribution payment issues

Documented policy to manage board members conflicts of interest
Process to monitor records for accuracy / completeness

Access to knowledge, understanding and skills needed to properly run the
scheme

e Procedures to identify, assess and report breaches of the law

TPR Governance and Administration survey resuits 2020-21

82% have a documented policy to manage
board members’ conflicts of interest
{0% from 2019)

D59 have access to the
knowledge, understanding
& skills needed to properly
run the scheme

{-2% from 2018}

95% have procedures to
identify, assess & report
breaches of the law

{+2% from 2019)

85% have their own
documented procedures for
assessing & managing risks

92% have a process for
resolving contribution
payment issues

{0% from 2019) {+3% from 2019)
. {+x%) = Statistically
—— 2020/21 survey 9594 have processes to monitor ’Txm
—— 2019 survey records for accuracy/compieteness i» “Zt; .d L
{+3% from 2019) SunWicen! Secrasen

Source: TPR Public Service Research Report 2020-21 - Figure 1.2.1
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Historical results

2021 | 2019 20182 20173 2016* 20155

Conflict of interest 94% 94% 85% 94% 80% 78%

Knowledge and skills | 98% 98% 98% 92% 94% 36%

Risk 83% | 76% 80% 63% 44% 36%

Monitoring records 94% 94% 85% 80% 88% 88%

Contribution issues | 96% 82% 85% 84% 68% 78%

Breaches of law 98% 98% 89% 84% 78% 36%
All six processes in | 74% 55% 63% 41% - -
place

There has been a clear improvement in most processes since the survey was
introduced in 2015.

Although the 2020-21 results appear to be improved or remained the same in most
areas, the table below shows where improvement is still needed.

Process Not in place
Risk 17%
Conflict of interest 6%
Monitoring records 6%
Contribution issues 4%
Breaches of law 2%
Knowledge and skills 2%

Each FRA should ensure that they assess which processes they have in place and
take action to improve.

2FPS AGM 2019 - slide 20

3 FPS governance conference 2018 - slide 17
41 FPS AGM 2017 - slide 29

5 TPR public service research report 2015
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Documented procedures for assessing and managing risks

At the 2020-21 survey, 83 per cent of Firefighters’ schemes reported to have
documented procedures for assessing and managing risks, with the same proportion
(83 per cent)® having a risk register in place. The percentage of Firefighters’
schemes with a risk register though, has decreased from 86 per cent in 2019.7

The SAB’s own risk register has been published to demonstrate good practice.

TPR noted that Firefighters’ schemes have increased the likelihood that they
regularly review their exposure to new and existing risks, with 26 per cent reviewing
this each quarter®. This is an increase from 20 per cent in 2019.° TPR notes that this
is lower than some other schemes, however, TPR also notes that this is in part due
to the lower number of board meetings held over the last 12 months.

Schemes were asked to comment on the top three governance and administration
risks on their register. For the FPS these were remediation (74 per cent), securing
compliance with regulatory change (45 per cent) and record keeping at 43 per cent'0.
Correspondingly, two of these issues were also identified within the top barriers to
improving governance and administration: remediation (79 per cent); complexity of
the scheme (77 per cent); volume of changes required to comply with legislation (60
per cent); recruitment, training and retention of staff and knowledge (23 per cent);
lack of resources or time (23 per cent)'.

As FRAs had identified the McCloud judgment (age discrimination remedy) as the
highest risk we would encourage all FRAs to add this to their registers as we believe
there is considerable risk in the following areas:

Risk considered the biggest factor in supporting DCU

Resources available to support immediate choice both at officer FRA level and
. administration

‘Risk about the levels of technology and information available to support decision
making

'Risk of knowledge being available I |

Risk of members making wrong decisions

5 TPR public service research report 2020-21 [Table 4.2.1]

7 TPR public service research report 2019 [Table 4.2.2]

8 TPR public service research report 2020-21 [Table 4.2.6]

9 TPR public service research report 2019 [Table 4.2.4]

10 TPR public service research report 2020-21 [Table 4.2.4]
1 TPR public service research report 2020-21 [Table 4.8.1]
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Despite remediation being listed by 74 per cent of respondents as the joint top risk,
TPR noted that Firefighters’ schemes had generally taken fewer actions in relation to
remediation proposals than other public service schemes, particularly in respect of
discussing system requirements with IT suppliers (32 per cent), commencing a data
cleansing or data gathering exercise (32 per cent) and assessing the data
requirements (66 per cent). 12

Total Scheme Type

Top Mentions {5%+) AT, S ;
Schemes r\"“fnjb_"r Other _F”L 23 E_Of’ﬂ Police
-ships fighters Gowvt
Base: All respondents 193 193 11 47 93 42
..Assessed the possible administration 88% 00% 91% 799% 89% 959%
impacts
Assessed the data requirements 79% 83% 82% 66% 87% 74%
Assessed any additional resources likely 68% 70% 91% 64% 60% 86%
to be required
i d r i ith IT
Dlscu§se system requirements wi 60% 80% 82% 329% 80% 43%
suppliers
i :

Commence?i a speci 'sc data cleansing or 48% 59% 64% 329 54% 48%
data gathering exercise
Provided specific information to 32% 56% 82% 26% 14% 67%
members
Other 23% 41% 55% 15% 20% 31%
None of these 2% 1% 0% 4% 2% 0%

The FPS is an unfunded scheme with no investments, however, 6% of FRAs
continued to list funding or investment as a risk. Relevant funding risk to the
schemes could be considered as:

o Failure to deduct correct contributions from pay.

o Failure of the employer to pay contributions from the scheme.

¢ Failure to manage the notional pension fund correctly i.e. not abating pensions
when necessary or claiming for payments under the compensation scheme.

It should be noted, that while the impact of increased employer contributions is
certainly something that would be recognised by the wider FRA risk register, it is not
a ‘pensions’ risk, and does not need to be included on pension risk registers.

Anecdotally, we understand that understanding who the risk register is for and
whose responsibility it is to maintain is one of the most common problems for FRAs
and Local Pension Boards (LPBs).

12 TPR public service research report 2020-21 [Table 4.2.5]

TPR six key processes — version 3 May 2022 B



It is the LPB’s statutory duty to assist the scheme manager in ensuring compliance?,
therefore the responsibility for risk sits with the scheme manager, and it is for the
board to ensure there is suitable mitigation of risk in the form of a risk register and
procedures.

In such cases where the role of scheme manager for the organisation appears to be
unclear and there is no suitable delegation in place, then lack of internal controls
would need to be on the risk register.

Failure to have appropriate governance arrangements in place.

Failure to ensure internal controls are in place to manage the scheme appropriately.

Failure to ensure legislation, rules and guidelines are interpreted correctly and
therefore failure to secure compliance.

Failure to ensure any conflicts of interest are identified and declared in a transparent
and open manner.

Failure to ensure member data is complete and accurate and is of suitable quality
to be relied upon.

Failure of administration processes / occurrence of maladministration.

Failure to ensure that there timely and accurate communication arrangements in
place.

Failure to ensure an operational disaster such as significant fire or flood does not
impact on the activities of the Local Pension Board or the Pension Administrators.

Failure to ensure suppliers and customers are not overcharging and creating
additional liabilities against operational budgets resulting in a lack of value-for-
money (VFM).

Failure to ensure occurrences of fraud and are identified and escalated within client
/ constituent authority.

Failure to ensure employers pay the appropriate contributions to the scheme, and
that employees are contributing appropriately.

Failure to ensure there is appropriate membership of the LPB, as a result of planned
or unplanned absence.

13 The Firefighters’ Pension Scheme (Amendment) (Governance) Regulations 2015 [Regulation 4A,
Paragraph 1]
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Failure to ensure the LPB is able to fuffil its information reporting requirements in
terms of reporting to the Pensions Regulator and Local Government Association as
well as reporting between the LPB, administrator, FRA and SAB etc.

An example risk register and other related resources are available on the LPB
resources webpage. We recommend that schemes examine and update their risk
registers to ensure relevant risks and current mitigations are reflected, and also
ensure that risk is an agenda item for each quarterly meeting to review that the risk
is still relevant and that appropriate mitigating controls are in place.

Process for resolving contribution payment issues

At the 2020-21 survey, 96 per cent of Firefighters’ Pension Schemes reported to
have a process for resolving contribution payment issues in place. This is a fourteen-
percentage point rise from 2019. Ninety-six per cent have a process for monitoring
the payment of contributions'4.

While it is recognised that contribution payment issues are more likely to be an issue
for multi-employer funded schemes rather than a single employer non-funded
scheme, there are several challenges that can arise for the FPS, both within
business-as-usual processes and the forthcoming implementation of age
discrimination remedy. There should be a documented procedure for dealing with
these challenges as part of the process for resolving contribution payment issues.

Calculation of correct Additional Pension Benefits (APBs) as per circular FPSC
02/2008.

‘Discretion to request a member to pay the employer contributions during absence
' from work due to iliness, injury, trade dispute or authorised absence [Rule 111].

Employer ill-health contributions: two times pensionable pay for lower tier ill-health
and four times pensionable pay for higher tier ill-health's.

Identification of members who qualify for a contribution holiday upon reaching 30
' years’ pensionable service before age 50 and implementation of the holiday [Rule
' G2, paragraph 1B].

4 TPR public service research report 2020-21 [Table 4.2.1]
15 Guidance for Fire and Rescue Authorities on new financial arrangements for firefighter pensions
with effect from April 2006 [Paragraph 3.4]
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' Monitoring contributions for a special member of FPS 2006 who is paying periodic
contributions over ten years, particularly for those paying by direct debit.

' Backdated pensionable pay decisions due to case law and subsequent adjustment
' to contributions.

Taper-protected contribution changes for both the employee and employer where
a member transitions from FPS 1992 or FPS 2006 to the FPS 2015 every 56
days’S.

' Any taper-protected members going through the IQMP process before reaching |
their taper date to remain paying contributions at the relevant rate for their final |
salary scheme'.

Age discrimination remedy

Contribution adjustments will be needed for members who change schemes as a
result of remedy implementation. As members will be given a deferred choice
underpin under remedy, these adjustments will need to be made once or twice.

Balancing contributions between FPS 1992 and FPS 2015.

Refund contributions between FPS 2006 and FPS 2015.

Contributions for temporary promotion to be treated as an APB under FPS 1992 and |
FPS 2006.

Additional balancing payments for CPD as an APB in FPS 1992 and FPS 2006.

Adjustment +/- for contribution holiday

Documented policy to manage hoard members’ conflicts of
interest

The Firefighters’ schemes again returned the highest score across the public sector
for having a documented policy to manage board members’ conflicts of interest. This
has remained consistent at 94 per cent'®.

16 Part 4 Taper Tables
17 The Firefighters’ Pension Scheme (England) (Amendment) Requlations 2017

18 TPR public service research report 2020-21 [Table 4.2.1]
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Under regulation 4C of the FPS 2015 regulations, the scheme manager must ensure
that there is no conflict of interest upon appointment and manage any potential
conflict of interest that may arise.

The Public Service Pensions Act 2013'® confirms that a conflict does not arise by
virtue of membership of the scheme or any connected scheme but “means a
financial or other interest likely to prejudice the person's exercise of functions as a
member of the board” [Paragraph 5.12].

Guidance on the creation and operation on LPBs produced in 2015 confirms:

“It is important to note that the issue of conflicts of interest must be considered in
light of the LPB'’s role, which is to assist the scheme manager. The LPB does not
make decisions in relation to the administration and management of the scheme:
these decisions still rest with the scheme manager. As a result, it is not anticipated
that significant conflicts will arise in the same way as would be the case if the board
were making decisions on a regular basis. Nevertheless, steps need to be taken to
identify, monitor, and manage conflicts effectively.”

TPR code of practice 14 covers conflicts of interest at paragraphs 61 to 89; paragraph
89 provides examples of conflicts that may arise.

A documented policy to manage board members conflicts of interests should include
how the scheme manager intends to identify, monitor, and manage conflicts and
potential conflicts.

The SAB published its conflict of interest policy in January 2020.

Process to monitor records for accuracy / completeness

At the 2020-21 survey, 94 per cent of Firefighters’ Pension Schemes reported to
have a process to monitor membership types on an ongoing basis to ensure they are
complete and accurate. This is consistent with the results of the 2019 survey?.

Total Scheme Type

Survey Member- Fire-  Local
Schemes : Other _
ships fighters  Govt

Processes to monitor records 2020-21  95% 93% 91% 94% 97% 95%
forall membershiptypeson ., 950 97%  100% 94%  94%  82%
an ongoing basis to ensure

they are accurate/complete 2018 91% 92% 91% 85% 95% 89% |

18 Public Service Pensions Act 2013 [Section 5(5)]
20 TPR public service research report 2020-21 [Table 4.2.1]
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TPR guidance on record keeping says “you should not rely on the statutory audit to
tell you the quality and accuracy of your data or the controls around it. You should
take an active role in monitoring data. This should be an ongoing process.”

How administrators are informed when someone joins or leaves the scheme,
whether this is manually or electronically and how often.

" How and when members might move from final salary into the CARE scheme.

are recorded, for example whether they opted to pay by periodical contributions or
lump sums.

contribution holiday might be identified and recorded. ‘

' How and when contributions might change, for example moving into the next
contribution band or tapering into FPS 2015.

Recording and reporting changes to a member’s personal details, such as name |
and address.

Whether someone who has a pension in payment (whether from the same FRA or
another) is employed or re-employed for abatement and/ or protected pension age
purposes. |

In what circumstances a data improvement plan might be expected to be put into
place.

Processes to monitor records are closely linked to data scoring and the processes in
place for measuring accuracy.

Paragraphs 122 to 146 of code of practice 14 cover record keeping and data scoring.

Although the key process for TPR is the ongoing monitoring of all membership types
to ensure accuracy, in order for that process to be effective, TPR also measure

whether there are:

Whether employers provide timely data [77 per cent]?!

21 TPR public service research report 2020-21 [Table 4.3.5]
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Whether employers provide accurate and complete data [77 per cent]??

Employers who submit all data electronically [77 per cent]?®

It is not possible to compare this data to previous years due to changes in the way that
this data was captured in the 2020-21 survey.

The SAB recommend monthly electronic data uploads, as an automated process
that takes employee data from the payroll system and uploads to the administration
system and checks for tolerance matches is likely to result in more accurate data.
This also allows validation and data cleansing to take place on a monthly basis and
queries to be addressed in real time. However, an electronic process could also be
in the form of a spreadsheet upload.

Although robust data underpins all pensions transactions, as we move through the
process of implementing age discrimination remedy having a good understanding of
where data is held, how accurate it is, and how to monitor, measure, and report it, is
going to be more imporant than ever.

Some examples of data considerations specific to remedy are detailed below. The
LGA worked with the Fire Communications Working Group on remedy data guidance
and a standard data collection template.

Remedy data

® O
» Final Salary Service » Would entitiement to + Dependent on
Recond will need re- fwo pensions have consultation decision
creating been established by
« Matemity Leave a drop in pay? + Eligibility Criteria
= Paternity Leave . needs to be
« Parental Leave + Temporary Promotion established
« Authorised Absence in FPS 2015 would
promotion not be treated as APB in + Data needad
;ensno' nable in FPS _ Final salary if
e s repatid ke appaoprisic Collate all opt-outs
retained this wil discretion is in pk £ «
* For foamw pa;':,s‘;"“ establish service? pae from 1 April 2014
full ime equivalent « CPD ments in -
pay to establish = Changes to hours FPS f§¥5 will need » Establish reason for
service records are recorded to be treated as APB opt-out, ie auto-
in final salary enrolmel
scheme

22 As above
23 TPR public service research report 2020-21 [Table 4.3.6]
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Procedures to identify, assess and report breaches of the law

At the 2020-21 survey, 98 per cent of Firefighters’ Pension Schemes maintained
documented records of any breaches of the law and 96 per cent of Firefighters’
Pension Schemes provided the pension board with reports on breaches of the law 4.

Total Scheme Type

on T e - A

Schemes Memberships Other Firefighters Lecal Govt Police

B Maintain documented records I Pension board receives reports
of breaches of the law on breaches of the law

Paragraph 242 of code of practice 14 confirms a list of responsible bodies who are
required by law to report a breach of law. This includes all parties who are involved
with or have an interest in running the scheme.

A procedure for identifying, recording, and assessing breaches of law should:

1. Determine whether a breach of law has occurred
2. Record the Breach

3. Assess for materiality to TPR

4. Report to TPR if considered material

Identify and determine whether a breach of law has occurred

Tracked under a regular board agenda item - i.e. annual benefit statements

Flagged from a LGA bulletin - e.g. guidance on two pension calculatons W

Reported by the pension administrator - e.g. incorrect benefits paid

'Reported by the scheme manager - e.g. identification of a pension accounting error ‘
Reported by a scheme member - e.g. pension entitlements incorrectly identified due
to lack of procedures

24 TPR public service research report 2020-21 [Table 4.7.1]
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Record the breach

If a potential breach has been identified, both the facts and regulations need to be
examined to clarify which regulation or statutory process has been breached?.
Administrators may be able to help with this or FRAs can submit a technical query to
the LGA Bluelight pensions team, who will respond confidentially to the query.

Once a breach of law has been determined, it must be recorded, whether or not it is
subsequently found to be material. The breach can be recorded by completing the
LGA breach assessment template and providing a copy to the LPB and scheme
manager.

Assess the breach for materiality to TPR

The TPR survey results showed that in 2020-21, 23 per cent of Firefighters’ schemes
recorded breaches of law that excluded those relating to annual benefit statements.
Of these, 2 per cent were reported as material?®.

Schemes should ensure that where a breach has not been assessed as material
there is clear evidence of the assessment available.

TPR have published guidance on assessing materiality, which is often referred to as
the traffic light system for assessing over four key categories: Cause, Effect,
Reaction and Wider Implications. The breach assessment template has been
developed to use in line with the TPR guidance.

Potential Invastipron ostoommy
Cause Efort Reaction  Whder bmplieatiom
Joquane Intornal Tor iauing | All mesmibors may hove been dffectod Action has not baen Lzken to camect the brasch and? | 1 is highly By thot the schome will be in breach |
annusal benofn statemonts, indicatmg 2 of identily and tackly its caune to minimne the fik o | of other bogal requiomeants |
systornic problamn j recsrence invd idemady ot b b w b
! been aliecied
f - )
Amber | An ad sight, inchcsting A sl number of eneribiors ey hasve boen affected | Actrin has boon tsken 20 comect the breadh, lannot | it 1 possibde Suat the sthes weill be o brendh of
variable implementation of mtemal Lo idantily s canusa ared donitily ofiver memnbers who | othes logel reqraremaets
procosses may hawe beon sflected |
e s ek ey STRCNERS S e o + S R ——
An ieolsted inerdent coused by 5 one off | Only one member sppear 1o bave bean sffvcied Acton hes heun takon to conect the broach, idemdy | &t = unikely thot the scheme wfl be in brach of

systam efior and tadkln is cause to miremse the nsk of othar logad
| end contact the diected member I

1

Assessment for materiality should also consider any relevant history, i.e. have
breaches occurred for the same membership type previously, and what action is
being taken to ensure no further breaches occur.

An example of this is annual benefit statements for special members of FPS 2006.
We understand there are relatively low numbers of special members who did not
receive a benefit statement by the deadline of 31 August 2020 as the statement
needed to be manually calculated and checked. Materiality cannot be determined on
the low numbers alone; an assessment of materiality should include whether these

25 TPR code of practice 14 [Paragraph 246]
26 TPR public service research report 2020-21 [Figure 4.8.2]
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members have previously experienced issues or delays with statements and
calculations.

Reportto TPR

Finally, if the breach is assessed as material, it must be reported to TPR and
submitted either by post or electronically using email or the exchange online
service.Z’. The breach assessment template can be submitted as a record of the
breach.

For further information on breaches, see:

FPS AGM 2020 Day 1 presentation by TPR [Slides 4 to 12]

TPR code of practice 01: Reporting breaches of the law.

Recess to knowiedge, understanding and skills needed to
properly run the scheme

At the 2020-21 survey, 98 per cent of Firefighters’ Pension Schemes reported to
have procedures to enable access to all the knowledge, understanding and skills
necessary to properly run the scheme; this is unchanged from 2019. In addition, 81
per cent said they had sufficient time and resources to run the scheme properly. This
has decreased from 88 per cent in 2019.28

Total

Local Gowvt
| 85% |
I Have sufficient time & resourcestorun I} Have access to all the knowledge, understanding
the scheme properly and skills necessary to properly run the scheme

27 TPR code of practice 14 [Paragraphs 263 to 271]
28 TPR public service research report 2019 [Figure 4.1.4]
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However, nearly a quarter of schemes (23 per cent) rated lack of resources or time
as one of their barriers to improving scheme governance and administration.
Additionally, 23 per cent cited training and retention of staff and knowledge.?®

Paragraphs 34 to 60 of code of practice 14 cover the knowledge and understanding
required by board members. TPR published a quick guide to personal development
for board members in 2015 and expect the modules in the Public Service toolkit to
be completed as a minimum training requirement.

Confirmation of the legal requirements for board members

Relevant policies - J

' Access to a development discussion (not mandatory) to discuss any requirements
board members have to fulfil their role

Annual access to training to ensure knowledge and understanding of '-twhe"
responsibilities of the Scheme Manager and Local Pension Board |

The scheme rules e

TPR code of practice 14

Wider pension rules

' LGA bulletins should be made available to all board members

' All members should be offered an opportunity to attend national events run by LGA
and sponsored by the SAB

needs analysis

'An annual evaluation of skills

To assess the knowledge, understanding, and skills of the LPB, 87 per cent of
scheme managers or board carry out an evaluation at least annually. Nineteen per
cent evaluate on a quarterly basis.°

Boards need to have a robust plan to ensure that regular evaluation takes place of
the skills needed to run the scheme properly, particularly for boards with a high

29 TPR public service research report 2020-21 [Table 4.8.1]
3 TPR public service research report 2020-21 [Figure 4.1.4]

TPR six key processes — version 3 May 2022 15



turnover. It is also important to identify whether the skills level is split evenly or if the
board relies on a particular individual as this can feed into the risk matrix.

TPR have an online tool for schemes to assess their knowledge and understanding
in the following areas: governing your scheme, managing risks and issues, and
administration.

In this report we heve provided an indicotive risk rating for each answer you selecled. alongside some guidance and links
to addtional information. Thie repan does nol provde an assesement of compliances with the law ~ il indicates areas that
might be of particular concern and where you may wish to focus. You should seek legal adwce where required.

To minimise the risk of non-compliance with the law, you should conduct a hens? ievi of your scheme against
the requirements sel oul in the legisiation and the guidance provided in our code of practice. Statistics refer to findings
from TPR's 2015 survey inta the Gavemance and Administration of Public Service Schames.

anagenn nskz and issuns Fetmenistralion

Further Resources

e Firefighters’ Pension Schemes Management and Governance Factsheet

¢ Scheme Manager Factsheet

¢ |ocal Pension Board Guidance, Training and Resources

¢ The Pensions Regulator Guidance and Resources

¢ Code of Practice 14

e Library of TPR Admin and Governance Surveys

This factsheet has been prepared by LGA to give guidance on the TPR six key
processes and provide commentary on the TPR governance and administration
survey 2020-21 using the regulations and TPR guidance as they stand at May
2022.

This factsheet will be on an annual basis, referencing any changes to the scheme
regulations and policies that might be needed.

The factsheet will be reviewed following the introduction of TPR’s single code of
practice.
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