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    News Alert 2016/04 
29 November 2016 

GMP conversion can be used to resolve the GMP 
inequality issue 

 At a glance 

This is the key finding within a consultation paper covering three separate topics 
that was issued on Monday by the Department for Work and Pensions.  In 
particular, Annex D exposes a method developed by industry experts to address 
the GMP inequality issue that promises to be less costly to implement than that 
proposed nearly five years ago. 

Key Actions 

Ongoing schemes 

• Consult with advisers to consider the potential costs and benefits of using GMP 
conversion to remove GMP inequalities. 

• Establish what groundwork needs to be completed (eg GMP reconciliation, member 
tracing, etc) in order to be able to make use of GMP conversion. 

• Look at wider issues, such as whether implementing a GMP inequality solution 
could be part of making the scheme “buyout ready”, or as a key component of a 
benefit simplification exercise that could reduce ongoing costs. 

• Update your long-term plan. 

Schemes in wind-up 

• Take advice to establish whether a different and perhaps cheaper approach to 
removing GMP inequalities can be adopted. 

• Consider how your existing timetable to achieve wind-up might interact with the 
consultation and any potential new regulations and guidance. 

All schemes 

• Decide whether to respond to the consultation in order to influence the shape of the 
final package issued by the DWP. 

 

https://www.gov.uk/government/consultations/occupational-pensions-draft-regulations-legislative-review-and-guaranteed-minimum-pensions-equalisation-methodology
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The Detail 

The GMP inequality issue has come alive once more with the publication of a 
consultation paper, Chapter 3 of which seeks to provide an update on work that has 
been taking place within an industry working group set up by the Department for Work 
and Pensions, and to gather views on a new proposed methodology for achieving equal 
pensions through GMP conversion. 

The Government is not placing any obligation on schemes to use this method and it does 
not assert that it is the only way that equalisation can be achieved.  However, and most 
importantly, the DWP states that “the Government believes [that the proposed method] 
meets the equalisation obligation derived from EU law”.  

The consultation paper also deals with some other matters unrelated to the GMP 
inequalities issue. 

Comment 

Schemes have been waiting a number of years for the DWP to provide some 
certainty.  It now appears that to address the GMP inequality issue schemes can 
look to GMP conversion as a potential “safe harbour” against subsequent claims by 
members and any concerns expressed by other parties. 

Getting to this point 

Nearly five years have passed since the DWP issued a consultation on changes to 
pensions legislation that would likely have forced occupational pension schemes to 
undertake costly equalisation exercises (see News Alert 2012/01).  That same 
consultation also contained a possible method for equalisation under which schemes 
would be required to set up and maintain a “dual record” in order to compare, on a year 
by year basis, the position of a male against a female and pay the better of the two. 

Given the concern expressed, the DWP withdrew that method and set up a working 
group in 2013 to see whether GMP conversion would allow schemes to provide equal 
pension benefits, but without imposing overly onerous burdens on them. 

In the time that has elapsed, the DWP has remained of the view that schemes must 
address the GMP inequality issue, whilst accepting that they are waiting for further 
guidance from the Government.  In this latest consultation paper, the DWP continues to 
hold to the view that the issue must be addressed and that it is not necessary for an 
opposite sex comparator to exist. 

Comment 

Some thought (hoped) that the prospect of Brexit would change the DWP’s mind on 
the need to address the inequality issue.   This is because the DWP’s activity in this 

https://insight.lcp.uk.com/acton/attachment/20628/f-04fb/1/-/-/-/-/2012-01%20-%20DWP%20reignites%20prospect%20of%20GMP%20inequalities%20exercise%20for%20all%20DB%20schemes.pdf
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area since 2010 (see News Alert 2010/02) stems from advice it has received on an 
ECJ ruling in the case of Allonby, which did not directly concern GMPs. 

Despite the paper promising to clarify the position following the UK’s decision to 
leave the EU, it does not do so.  The threat to lay regulations to remove the need for 
an opposite sex comparator and so force all schemes to act remains. 

GMP conversion and related law 

GMP conversion was introduced by the Pensions Act 2007 in response to pressure to 
reduce the costs and complexities of defined benefit occupational pension schemes.  
Under it schemes could convert some or all of their GMP liabilities into other defined 
benefits without member consent so long as, overall, benefits are not reduced in value. 

This facility has hardly been used since becoming available on 6 April 2009 mainly 
because it is not clear whether the GMP inequality issue needs to be addressed as part 
of it and if so how to do it.  There are also a number of snagging problems with the GMP 
conversion legislation itself. 

In this latest consultation, a report is given on some of the key changes to the conversion 
legislation that the DWP has agreed with the working group as part of facilitating the 
resolution of GMP inequalities.  However, there remain a number of issues which the 
group is still considering which might be desirable or necessary.  A legislative vehicle 
also needs to become available to effect all the necessary changes. 

The DWP intends to issue guidance to clarify some of the details of the GMP conversion 
process once the legislation has been amended. 

Comment 

Amongst the knotty problems to be resolved are some relating to pensions tax law.  
Conversion, by its very nature, alters the shape and form of pension benefits with 
the risk that lifetime allowance testing has to be revisited, some of an individual’s 
annual allowance is used up and, perhaps worst of all, that some pre-existing 
lifetime allowance protections fail.  These and a number of other issues will need to 
be successfully resolved by the DWP (and HMRC) for it to be straightforward for 
schemes to utilise the conversion legislation. 

The proposed new methodology 

The working group’s proposed methodology for resolving the GMP inequality issue uses 
the conversion legislation on the premise that it and other legislation has been adjusted 
as necessary to be fit for purpose.  Details are set out in Annex D and comprise ten 
stages at the heart of which: 

https://insight.lcp.uk.com/acton/attachment/20628/f-04ee/1/-/-/-/-/2010-02%20-%20Government%20demands%20end%20to%20GMP%20inequalities.pdf
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/564536/ten-stage-possible-process-for-resolving-the-gmp-inequalities-issue-for-comment.pdf
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 benefits accruing between 17 May 1990 and 5 April 1997 are valued on the basis 

of the member’s actual sex and then on the opposite sex; 

 equalisation is achieved by taking the higher of the two values; 

 any other benefit to be converted is also valued (typically in respect of any pre 
17 May 1990 period during which a GMP accrued in order that all of the GMP is 
converted); and 

 the higher of the two values along with the value of the other benefits to be 
converted is turned into a revised pension benefit. 

This approach therefore delivers the more valuable benefit (actual sex or opposite sex) 
over each member’s expected future lifetime.  The “dual record” method proposed by the 
DWP in 2012 in contrast involved paying the higher of the two benefits for each 
instalment of pension. 

Although the new method appears simple in concept, it is calculation intensive, as a 
simple case involving a deferred pensioner demonstrates, and there are likely to be 
many data issues, especially for pensioners.  The processing is also likely to take 
considerable resources.  However, once done not only will the inequalities issue have 
been resolved, schemes will also be able to forget all about the complexity and 
restrictions generated by GMPs and anti-franking requirements. 

One consideration in this work is that the size of the equalisation uplift will vary 
significantly from one member to another with it being very unlikely to be able to expedite 
the work through application of “rules of thumb”.  For many there will be no uplift, whilst 
for a significant proportion needing adjustment, the amounts will be quite small.  A few 
are likely to need significant percentage uplifts, albeit to small benefits. 

The working party’s paper concludes with some thoughts as to whether it would be 
beneficial to develop some workarounds that may reduce the additional liabilities that 
would otherwise be created and reduce the implementation costs that would otherwise 
be incurred. 

Comment 

The method is a significant improvement on the dual calculation methodology put 
forward by the DWP in 2012.  In particular, it can be delivered on a “once and done” 
basis, via calculations that are kept off the scheme’s administration systems, with 
only the resulting amended benefits then being coded up. 

The proposals would benefit from further work by the DWP and working group to 
see whether some streamlining can be delivered in practice, with the focus being on 
addressing GMP inequalities for those most impacted. 
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What happens next? 

The DWP poses a number of questions focussing on the proposed method and is clearly 
looking for it to be blessed or otherwise.  Seven weeks are given for respondents to have 
their say and there will no doubt be further time that elapses before the complete 
package is made available.  But with GMPs now being reconciled as a result of the 
ending of contracting out, one can start to sketch out a potential timeline under which the 
DWP will have completed its GMP conversion work by say April 2018. 

Schemes may then be required to address the GMP inequality issue around the same 
time the UK is no longer bound by decisions from the ECJ, nor needs to interpret them. 

Comment 

As the DWP admits, it is UK legislation that has given rise to the issue – via the 
creation of unequal GMPs in 1978 – and it is UK legislation that has compounded 
the problem, such as through the preservation, anti-franking, revaluation and 
indexation laws.  Legal advice on the interpretation of an ECJ judgment has then 
led the DWP to take a firm view on what many considered a grey area.  This landed 
the problem on DB occupational pension schemes. 

GMP conversion is an opportunity to cut through this Gordian knot, simplify 
ongoing administration and reduce buyout costs, but it is important that the final 
package delivered by the DWP is fit for purpose. 

This News Alert does not constitute advice, nor should it be taken as an authoritative statement of 
the law.  If you would like any assistance or further information on the contents of this News Alert, 
please contact David Everett or the partner who normally advises you at LCP on 
+44 (0)20 7439 2266 or by email enquiries@lcp.uk.com. 
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