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The Local Government Association issued an e-mail* on the afternoon of 

31 October 2018 to Local Government Pension Scheme funds, with the 

unpromising title “SCAPE discount rate change”. However the e-mail 

contains some important information regarding changes to the value or 

level of members’ benefits on transfer and other member events. This 

summary outlines some key issues for you to consider. 

Background 

LGPS benefits are generally defined in Regulations; however, where a member is converting their benefits from one 

form into another, an actuarial calculation is required, to allow a fair exchange in benefit value to take place. For 

instance, a member wishing to take their benefits to another scheme will need to have those converted into a lump sum 

payment. 

For most of these conversion calculations, the Government Actuary’s Department sets the terms. These are most 

typically for transfers in and out of an LGPS Fund, for members taking early retirement, and where a member’s benefits 

are subject to a divorce Pension Sharing Order. 

In Monday’s Budget, the Chancellor announced an immediate reduction in the “SCAPE discount rate” which underpins 

many Government actuarial calculations; this therefore impacts some of these LGPS member benefit conversions. The 

LGA e-mail gave some details of the operational impact. 

Key issues to consider 

What the LGA e-mail did not say was the likely impact on member’s benefits. All other things being equal, a lower 

discount rate places a higher value on member’s benefits, and if that is the only change which GAD are applying to 

their factors then we can comment further: 

 Transfer out of the Fund (and interfund adjustments) – the transfer value amount will increase. The level of 

increase will be greater for younger members, and we might typically expect this to be of the order of 10-15%. 

For the avoidance of doubt, there is no impact on the data we need for intrafund adjustments in the HEAT 

system; 

 Transfer into the Fund – for a given transfer amount coming in, each £1 buys a lower level of benefits (because 

those benefits are now more expensive). However, the impact will be mitigated if the transfer amount coming in 

is subject to increase arising from the same GAD change, eg from another public service pension scheme; 

 Divorce Pension Sharing Order – typically this will require the member’s benefits to be reduced by a certain 

value, so that if each £1 p.a. of pension is now valued higher, then the member will see less of a reduction to 

their benefits than before; 

 Early retirement with reduction – where a member’s benefits are to be reduced on early retirement, this 

reduction is expected to be less (i.e. the member will have a higher pension), because there is less of an 

actuarial gap in value between pension paid now and pension paid in future. However, this expectation is very 

sensitive to GAD’s precise calculation methodology, so we are reluctant to be more definitive at this stage;

Factoring in the changes 
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 Early retirement without reduction – where a member’s benefits are to be paid in full (e.g. on redundancy) then a 

strain cost is typically calculated, representing the cost of those added years of payment. However, this cost is 

often based on Fund-specific factors, which are largely unaffected by this change in GAD discount rate (other 

than where an offset that relies on GAD factors applies), leading to strain costs which should be broadly the same 

as currently. If your Fund uses solely GAD factors for these costs then they may change, although we cannot say 

whether this will be a net increase or decrease without having more details of GAD’s calculations. 

 Other member events – this could include late retirement, purchase of added pension and forfeiture. We would 

expect the factors used in these calculations to be updated to reflect the change in discount rate. However we 

would be surprised if this change results in any updates to cash commutation factors (which have remained 

unchanged for many years). 

A few words regarding bulk transfers 

Where a bulk transfer simply requires the movement of all assets and liabilities held for that employer (e.g. where an 

academy joins a MAT, or a Secretary of State Direction mandates that approach) then this GAD change has no impact. 

Similarly, where the transfer terms are agreed between the two actuaries then those are unaffected by this 

announcement. However, there are two situations where the transfer terms would be affected: 

(a) If the transfer is to or from an unfunded scheme where GAD need to agree terms, we might expect that (i) the 

transfer paid by the unfunded scheme will be higher, and (ii) the transfer amount required by the unfunded 

scheme to provide “day-for-day” service credits will be higher (or else members will receive lower benefits in the 

unfunded scheme); 

 

(b) If the transfer is between two LGPS funds and is based on Cash Equivalent Transfer Values (or have these as an 

underpin) then the resulting transfer amount may increase. This would then mean that there is a greater likelihood 

of the transfer out causing a funding strain for those funds which use weaker funding assumptions (e.g. those 

towards the lower end of the discount rate comparison table as per GAD’s recent Section 13 analysis – see page 

14 of their appendices paper). In effect, this discount rate change raises the bar and means more funds will be 

caught (and the effect will be greater) by such a CETV approach or underpin. 

Summary 

We should emphasise that all of the above comments assume that the only change GAD makes is the reduction in 

discount rate. If GAD also take the opportunity to amend other assumptions and/or the methodology they use to calculate 

the factors, then this will affect the impact on member’s benefits. 

Either way, it is worth bearing in mind LGA’s comment that “All quotations provided by administering authorities, with an 

effective date on or after 1 February 2019 should contain a caveat along the lines of ‘benefits may change due to 

expected changes to actuarial factors and members should take this into account when making any decisions concerning 

their LGPS pension benefits’.” 

We will be in touch when we know more about the new GAD factors, and in the meantime do get in touch if you have any 

queries or would like to delve further into any of the above. 

* PS We have previously heard from funds that LGA communications are not always getting through: if you or a 

colleague did not receive the e-mail from Jayne Wiberg on 31 October then you should check with LGA what contact 

details they hold for your Fund. There is occasional important information coming through this channel, e.g. the recent 

announcement regarding the increased Teachers’ Pension Scheme contribution rates, which may leave you “behind the 

curve” if your Fund does not pick up these e-mails. 

https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/743389/GAD_Section_13_Report_Annexes.pdf

