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LOCAL GOVERNMENT PENSION SCHEME (ENGLAND & WALES)

COST CEILING – EXPLANATORY NOTE
The 17.3% gross cost ceiling was arrived at by Treasury taking the 18.8% that GAD produced for the LGPS reference scheme, and reducing this by 1.5pp to reflect the fact that the consultation proposal (Option 1 to achieve 1.5pp of paybill savings from increasing members’ contributions by 1.5pp, and 1.5pp of paybill savings from a decrease in the accrual rate) doesn’t lock in the full Spending Review savings in the long term. This is because the savings from the change in accrual rate proposed under Option 1 will be overwritten from 2015 onwards when the new Scheme comes in, whereas the 3pp average member contribution increase across the unfunded schemes continues to make savings after 2015. 

In order to lock in the full £900 million pa savings beyond 2014/15, based on 3pp of forecast pensionable pay in 2014/15 (£30bn), the gross cost ceiling was reduced by the shortfall of the 1.5pp employee increase in the consultation compared to the required long term savings of 3pp of paybill. That is, a 1.5pp reduction in to GAD’s gross cost ceiling was applied, representing the savings accruing during the Spending Review period up to 2014/15 from the proposed change in accrual rate. 

As a illustrative example,  if employee increases were actually 2pp of paybill with 1pp coming from an accrual rate change the cost ceiling would have been reduced by 1pp to 17.8%.
The 9.3% net cost ceiling is the 17.3% gross ceiling, less employee contributions of 8%, as per the consultation option 1  (ie 6.5% contributions as now, + 1.5pp).
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