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The terms ‘caps’, ‘cycles’ and ‘pain’ may make you think of the 

Tour de France, but this note is about something much longer and 

more gruelling: assessing the cost of the various public service 

pension schemes (including Local Government). 

Cost cap 

Minutes from the October Scheme Advisory Board meeting provided an update on the results of their ‘Cost 

Cap’ calculations.  As a reminder, the cost cap is part of the package of measures following Lord Hutton’s 

review of public sector pensions in 2011 to monitor the ongoing cost of providing benefits. Its stated aim is ‘to 

ensure affordable and sustainable public sector pensions’ and it is enshrined in legislation via the Public 

Service Pensions Act 2013. The ‘cost cap’ calculations are carried out by the Government Actuary’s 

Department (GAD) – all LGPS funds have provided data to GAD but have no control over the subsequent 

calculations or results. 

The cost cap calculations are complex and would require more space than this summary allows to explain 

them!  At a high level, in the LGPS there are two separate cost caps that work in similar ways but are not 

identical to each other, and are run by: 

 Scheme Advisory Board (SAB) – this is non-statutory and is intended to give an ‘early warning’ of any 

changes to costs 

 Her Majesty’s Treasury (HMT) – this is the statutory cost cap, and ‘trumps’ the SAB version 

Both caps have a ‘target cost’ (determined using GAD assumptions) and the underlying legislation requires 

action to be taken if the target under the HMT cost cap is breached by 2% of pay e.g. if the target was 19.5% 

of pay, a breach would occur if the cost fell to less than 17.5% or rose above 21.5%. The action involves 

changes to the benefit or employee contribution structure to bring the cost back to the target cost. 

In their minutes, SAB have announced the results of their cost cap calculations – a calculated scheme cost of 

19.0% versus the target cost of 19.5% of pay.  SAB has subsequently intimated their plan to award an 

increase in benefits equal to 0.5% of pay to return the scheme cost to 19.5% and “look at employee 

contributions at the lower end”. These benefit and contribution rate changes will then be reflected in the HMT 

cost cap calculation and hopefully the LGPS scheme cost falls within the 2% of pay buffer to avoid any more 

benefit changes. 

All other things being equal, this will mean increased benefits and (maybe) lower contributions for members, 

and therefore increased cost to employers.  However, we expect that for most employers, these increases will 

be lost in the round when considered against changes in membership profiles, economic outlook and 
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experience since the last valuation.  However, it is not going to be easy to pass on this news to employers at 

a time when budgets continue to be under pressure. 

Valuation cycle 

As part of the recent announcement by Treasury, the LGPS cost cap valuation will move to a 4 year cycle i.e. 

the next cost cap valuation will be 2020 and then 2024 etc.  Although the cost cap valuation is completely 

separate from the local funding valuations, there was a lot of speculative comments that this would result in 

the 2019 valuation being postponed until 2020.  However, this is not the case as the SAB minutes confirm that 

“…the 2019 valuation will proceed as normal”.  Thankfully all the planning for 2019 has not been wasted! 

The minutes did however note that discussions are underway to move local funding valuations to a 4 year 

cycle after 2019 so there is alignment with the dates of future cost cap valuations.  The arguments over the 

merits and drawbacks of this can be hotly debated but this seems to be a ‘done deal’.  The focus now moves 

on how to manage the valuation cycle transition and how to ensure funds have sufficient tools to manage 

employers with short term participation arrangements.  We expect further information on this to emerge over 

the coming months. 

Pain for the unfunded schemes 

Whilst the news above about the LGPS cost cap results is likely to be disappointing to employers, the news is 

even worse for those who participate in the unfunded public sector pension schemes: Teachers, NHS, 

uniformed police etc: 

a) These schemes have no SAB cost cap process and the results from the HMT process suggest the 

scheme costs are below the 2% of pay buffer.  This will result in benefit improvements equal to at least 

2% of pay for members in these schemes, and consequently an equivalent increase in employer 

contribution rates. 

b) Further pain is also around the corner for these schemes as the results of the 2016 ‘funding’ valuations 

are made available.  Early indications are to expect significant hikes in contribution rates primarily as a 

result of the reduction in GAD’s discount rate to reflect lower UK GDP growth expectations.   

The combined impact is grim for employers participating in these unfunded schemes. For example, the 

Teachers’ Pension Scheme has communicated an increase in employer contribution rate from 16.5% to 

23.6% of pay from 1 September 2019.  Whilst this does not have a direct impact on the LGPS (as it is a 

funded scheme and funding is managed by each individual administering authority), there are likely to be 

indirect consequences: 

 councils’ and academies’ budgets are put under even more pressure, although Department for Education 

funding will apparently be increased to accommodate this (at least for 2019/20; but beyond?); and 

 colleges and universities with Teachers Scheme staff do not appear to have this central government 

funding offer. 

The above is all very much a hot topic and we expect further information to be available in the coming 

months, if not weeks.  We will continue to keep you up to date, but if you have any queries in the meantime 

please contact your usual Hymans Robertson consultant. 


