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Dear Conrad, 

Public Service Pensions (Valuations and Employer Cost Cap) (Amendment) Directions 2021 

Thank for your letter of 5 October 20211 asking for my professional opinion on the draft Public 
Service Pensions (Valuations and Employer Cost Cap) (Amendment) Directions 2021 (the 
“Amending Directions”), which were attached to your letter, in line with the requirements of 
Section 11(4) of the Public Service Pensions Act 2013 (the “Act”). In particular, you have asked for 
my views on the extent to which they are technically complete and coherent and meet the 
Government’s policy intentions and objectives (as set out in Annex C of your letter).  

You separately asked me to undertake a Review2 of the Cost Control Mechanism (“the CCM”), 
following which you consulted on changes to the CCM,3 and the views I set out in this letter take 
account of those publications. For the avoidance of doubt, you confirmed that the Amending 
Directions covered by this letter do not have regard to those changes on which you have consulted; 
those will be reflected (where necessary) in future HMT directions.  

For brevity, where reference in this letter is made to a defined term, that term has the same 
meaning as ascribed in your letter, save where indicated otherwise. 

Executive Summary 

Reformed public service pension schemes were set up in 2015.4 Members closest to retirement 
were protected from the reforms and typically continued to accrue benefits in the legacy schemes. 
The courts ruled that this difference in treatment amounted to unjustified discrimination and so 

 
1 Your letter is set out in Appendix B to this letter. 
2 My final report is here: https://www.gov.uk/government/publications/cost-control-mechanism-government-actuarys-
review-final-report. 
3 See https://www.gov.uk/government/consultations/public-service-pensions-cost-control-mechanism-consultation. 
4 Some schemes had different start dates, for example 2014 for LGPS England and Wales. 

At GAD, we seek to achieve a high standard in all our work. We are accredited under the Institute and  
Faculty of Actuaries’ Quality Assurance Scheme. Our website describes the standards we apply. 

http://www.gov.uk/gad
https://www.gov.uk/government/publications/cost-control-mechanism-government-actuarys-review-final-report
https://www.gov.uk/government/publications/cost-control-mechanism-government-actuarys-review-final-report
https://www.gov.uk/government/consultations/public-service-pensions-cost-control-mechanism-consultation
https://www.gov.uk/government/organisations/government-actuarys-department/about/terms-of-reference
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HM Government is applying a Remedy5 in the form of a Deferred Choice Underpin (“DCU”). This 
gives members in scope of the Remedy a choice at retirement between legacy-scheme and 
reformed-scheme benefits during the Remedy Period.6 Furthermore, from the end of the Remedy 
period all active members will accrue benefits in the reformed schemes. As set out in your letter, 
the Amending Directions seek to un-pause the cost control element of the 2016 valuations and 
reflect your main policy intentions, of which there are four, regarding how to allow for the Remedy, 
as well as taking account of the nine pre-existing objectives for the 2016 valuations. 

My overall opinion is that the draft Amending Directions will deliver results which, where relevant, 
largely meet the nine objectives and four policy intentions, with some better met than others. Note 
that my opinion is limited to commenting on the extent to which the Directions (as amended by the 
draft Amending Directions) meet the policy intentions and objectives and not the appropriateness 
of those intentions or objectives, nor whether other approaches might exist which also meet them. 

Furthermore, I consider that the Directions (as amended) are, in the round, technically complete 
and coherent. There are a few areas of possible ambiguity, but I do not consider these to be 
material or in need of additional clarification.7 

The rest of this letter set outs some further introduction and detailed considerations underpinning 
my opinion. In Appendix A, I make further comments relating to data, methodology and 
assumptions.  

 

 
5 The government’s decision regarding Remedy for most schemes was set out in the Written Ministerial Statement of 
4 February 2021. https://questions-statements.parliament.uk/written-statements/detail/2021-02-04/hcws757, while 
local government and judges’ schemes will have their own specific remedies. 
6 For most schemes, this will be 1 April 2015 to 31 March 2022, see diagram in Appendix A. 
7 Further commentary on these ambiguities is set out in Appendix A. 

https://questions-statements.parliament.uk/written-statements/detail/2021-02-04/hcws757
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1. Introduction 

In 2019, before HMT’s decisions regarding Remedy, the cost control element of the 2016 
valuations was paused and the unfunded public service schemes published 2016 valuation8 
reports to set employer contribution rates. Provisional results,9 which pre-dated the Court of 
Appeal’s ruling on discrimination, had indicated that costs in all public service schemes would 
have breached their schemes’ employer cost caps. The employer contribution rates therefore 
included an adjustment to allow for rectification based on those provisional results.  

The Directions are being amended so that the cost control elements of the 2016 valuations can 
now be completed, including for schemes that did not need to publish valuation reports in 2019 
since their employer contribution rates were set through other processes.  

From an actuarial perspective there is no unique answer to how to amend the 2016 cost control 
calculations to allow for Remedy. In reaching my overall opinion, I have therefore considered in 
detail how the approach set out in the Amending Directions measures up against HMT’s stated 
objectives and policy intentions.  

I note that HMT have decided to waive10 the need for any scheme changes resulting from 
breaches of the CCM ceiling.  In terms of the outcome of the cost control element of the 2016 
valuations for a scheme, this means that the particular choices HMT make over how to amend the 
Directions to account for Remedy can only affect whether or not there is a floor breach and, if so, 
its size.  

Indicative 2016 cost control results based on the latest draft Amending Directions are that all 
schemes will now either not breach the CCM or will breach the ceiling.11 This suggests that no 
member benefits or contributions are expected to change as a result of the cost control valuations. 
However, outcomes will not be certain until valuation reports have been completed and finalised 
based on the final Amending Directions. I note that the Amending Directions do not include any 
process to be followed if a scheme were to have a floor breach, or if a ceiling breach needed to be 
rectified.  If that were to occur, HMT will need to consider how to assess or certify the proposed 
amendments.  

 
8 In this letter, “valuation” is taken to mean a valuation under the Directions, not any other type of valuation. “2016” 
means with effective date of 31 March 2016 for most schemes, but 31 March 2017 and 1 April 2017 for other 
schemes. 
9 As discussed in the Written Ministerial Statement of 6 September 2018. https://questions-
statements.parliament.uk/written-statements/detail/2018-09-06/HCWS945. 
10This was set out in the Written Ministerial Statement of 4 February 2021, as per footnote 5. The waiver is not 
implemented by the Amending Directions. 
11 Note that LGPS England & Wales operates its own SAB cost control mechanism, in addition to the HMT CCM. The 
indicative result assumes that the LGPS E&W SAB process either does not amend benefits before the HMT CCM 
takes effect, or that any amendments do not cause a subsequent floor breach in the HMT 2016 CCM. 

https://questions-statements.parliament.uk/written-statements/detail/2018-09-06/HCWS945
https://questions-statements.parliament.uk/written-statements/detail/2018-09-06/HCWS945
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2. Commentary on the four policy intentions set out your letter 

This section sets out my views regarding the four policy intentions, which are repeated in purple 
text for reference. 

2.1 Reflect the entire impact of Remedy on the cost cap cost of the scheme at this set of 
valuations, because the Remedy period ends by the end of the implementation period for this set 
of valuations. 

In my view, the Amending Directions do reflect the entire impact (including positive and negative 
elements) to an appropriate level of detail as far as it is possible to determine them at this stage. In 
doing so, in my view the right balance is struck between consistency with previous 2016 valuation 
calculations and the need to amend the Directions to ensure elements are reflected in full.  

Different types of Remedy effect 

Remedy affects the costs of the schemes in a number of ways: 

A. Members with service in the relevant periods receiving benefits that are different to those 
previously assumed (and in some cases there are corresponding changes in the member 
contributions due). This change occurs: 

i. As a result of the member electing, under DCU, to choose the alternative form of benefit 
for service during the Remedy period; and 

ii. Because of transitionally protected members now being moved to the new schemes at 
the end of the Remedy period. 

B. Members changing their career behaviour (for example retiring at different times) which affects: 
i. The value of benefits accrued by in-scope members; and 
ii. The profile of the future workforce.  

Different periods of service  

To include the costs of Ai, Aii and Bi12 in full, these Directions necessarily include effects relating 
to periods of service13 that would not have been included within the CCM in the past: 

• Service between the valuation’s effective date and the start of its implementation period, 
which falls within the Remedy period. 

• Service beyond the end of the implementation period14 (which forms the majority of the 
service after the Remedy period). 

Where members’ career behaviours change as a result of Remedy, the future workforce profile will 
also be altered and this in turn affects the cost of providing benefits to the future workforce. One 
approach to assess this would be to assume a profile of new entrants to replace those retiring and 
consider the resultant workforce profile at all future points in time both before and after the 
inclusion of Remedy. This would ensure the costs of Remedy are captured to their fullest extent. A 

 
12 Ai is captured in new Direction 50, while Aii is captured in new Directions 52 and 54. Bi is captured in Directions 
50 to 54.  
13 Appendix A includes a diagram illustrating various service periods referred to in this section. 
14 This is captured in Directions 52 and 54. 
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more pragmatic approach would be to consider only the costs of Remedy as they apply to the 
existing membership and their expected periods of service in the schemes. 

The Amending Directions take this second approach15 for service after the implementation period, 
so the effect of Bii above is excluded. I consider this to be reasonable because projections of the 
future workforce profile will be highly uncertain, relying on assumptions such as about the size of 
the public sector and the career behaviours of future members. Furthermore, I would expect such 
effects to be small in the context of Remedy costs as a whole. 

2.2 Remedy should be subject to cost control through the operation of the CCM. The required 
changes to the cost control element of the 2016 valuations should not unduly reduce 
intergenerational fairness.  

In my view, the Directions (as amended) largely meet this objective, noting that there may be 
consequences from the waiving of implementation of any ceiling breaches. 

Dealing with Remedy costs through the operation of the CCM 

Provisional results of the 2016 valuations indicated that all schemes would have had floor 
breaches, were it not for the effect of Remedy in the CCM. These would have led to benefit 
improvements (or contribution reductions) through the CCM as the breaches were rectified. 
Allowing for Remedy costs in the 2016 cost control calculations will increase the assessed cost 
cap cost of the scheme leading to one of the three outcomes in the following table. In all cases, 
the rectified benefits in the reformed scheme will be less valuable than would have been the case 
before allowing for Remedy. 

Cost control outcome Effect on rectified scheme benefits 

Floor breach (but smaller 
than before Remedy) 

Increase to reformed scheme benefits (but smaller change 
than before Remedy) 

No cost control breach No change  

Ceiling breach Reductions to reformed scheme benefits (though the 
government has committed to waiving these) 

I have interpreted “subject to cost control through the operation of the CCM” to mean that all 
expected costs are included such that they can affect CCM outcomes. Actual costs will differ from 
expected costs, and these differences may not be picked up, especially in view of planned 
changes to the CCM for future valuations following the consultation. 

As discussed in section 2.1, the entire expected cost is captured. By spreading these costs over 
the implementation period of the 2016 valuations, all the costs will affect the 2016 cost control 
valuation outcomes and there is no residual Remedy cost to be allowed for at subsequent 
valuations.  

However, by waiving the need to rectify ceiling breaches,16 any Remedy costs above the ceiling 
will not affect the 2016 cost control valuation outcomes and will therefore effectively not have been 

 
15 See Appendix A for further details. 
16 The Written Ministerial Statement of 4 February 2021, see footnote 5, sets out the reasons for the waiver.   
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subject to cost control through the CCM unless they are picked up at subsequent valuations. I 
estimate that approximately 10% of the total Remedy costs will be affected in this way but this is 
concentrated in those schemes that have ceiling breaches. For these schemes, the proportion of 
Remedy costs above the ceiling could be much higher, possibly in excess of 50% for some 
schemes.  

Overall, therefore, Remedy costs will be largely, but perhaps not entirely, subject to cost control 
through the CCM at the 2016 valuations. This is because costs related to waiving ceiling breach 
impacts will fall on the public service scheme employers (and so, indirectly, taxpayers) unless they 
are picked up at future valuations.  

Intergenerational Fairness (“IF”)  

The CCM is by its very nature expected to lead to some generational transfers. This is because a 
scheme’s assessed cost is influenced by the past (benefits accrued and experience), while 
rectification changes only affect the future (benefits accruing). On average, older scheme 
members have more past service and less future service than younger members, and so will 
probably have contributed proportionately more to any CCM breaches and be affected 
proportionately less by any rectification of those breaches. I made similar points in my Review of 
the CCM. 

The choice of spreading period is a key factor influencing IF. In general, a shorter spreading 
period increases the overlap between the members who contributed to breaches and the 
members who are affected by rectification. Conversely, a longer spreading period reduces this 
overlap and so leads to greater generational transfer. 

Past service costs in the CCM (other than Remedy costs) are spread over 15 years. These types 
of costs can be positive or negative and the ‘best estimate’ nature of assumptions means that 
there is no intended bias between these two outcomes. As such, it may be considered appropriate 
to spread these costs (or savings) on each occasion across generations. Also, it is often unclear 
whether these cost changes are persistent. In some cases, cost changes in a given period may be 
offset by cost changes in a future period. The use of a longer spreading period allows such offsets 
to occur without affecting benefits. In general, the use of a much shorter spreading period for 
these cost changes would lead to a much less stable mechanism, with more frequent and larger 
breaches, such that overall pension outcomes for members would be highly dependent on their 
periods of service.  

In contrast, Remedy costs are a one-off event, incurred in relation to a particular cohort of scheme 
members and by definition can only be positive costs. In these circumstances, it may be 
considered more appropriate not to spread these costs across generations. This is what the 
Amending Directions do since Direction 56 specifies the spreading period to be the 
implementation period17 (i.e. 4 years for most schemes).  

I note there are a few complications when considering the appropriate spreading period for 
Remedy costs in the context of IF: 

• For relatively short spreading periods, there is an interaction between this general trend 
(shorter spreading periods increase the overlap between those affecting breaches and 

 
17 The Directions require any rectified benefits to be in force for the full implementation period. Therefore, the 
implementation period is effectively the shortest period over which costs could be spread. Spreading over shorter 
periods would require further changes to the Directions. 
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those affected by rectification) and the fact that during the Remedy period many 
members who are in scope of Remedy will not choose the reformed scheme benefits 
and thus not be affected by the outcome of the cost control element of the 2016 
valuations. 

• The interaction of the spreading period with the CCM corridor and other CCM 
experience/assumption changes affects CCM outcomes, including whether any 
rectification is required at the 2016 and/or future valuations.  

Notwithstanding these complications, I consider the spreading period used in the Directions to be 
a reasonable way to achieve the IF policy intention, although it may not be the only way.  

As with the first part of the policy intention 2.2 (subjecting Remedy costs to cost control through 
the CCM), there are extra considerations affecting the second part (IF) for schemes with a ceiling 
breach since these will not need to be rectified. If, for example, the Remedy costs that would 
otherwise fall on public service scheme employers are transferred to future CCM assessments 
(even if only partially), this would reduce IF because the members affected after future valuations 
will increasingly be those who were not in scope of Remedy.  

Overall, therefore, the Amending Directions largely meet the first part of this policy objective and 
would also seem appropriate in light of the second part, albeit schemes with ceiling breaches have 
a tension between the two parts of this objective. 

2.3 Revisit assumptions made in completing the employer contribution rate element of the 2016 
valuations only to the extent required to properly reflect the Remedy, with no changes being made 
to the calculation of other elements of the cost of a scheme as assessed for cost control purposes 

The Employer Contribution Correction Cost (“ECCC”) represents the cost of a scheme as 
assessed for cost control purposes before Remedy is included. With that in mind, this policy 
intention is clearly met because: 

• New Direction 57 requires previous calculations of the ECCC to be used with new 
calculations of the cost of Remedy to be added on; and 

• Assumptions are updated only where affected by Remedy (see new Direction 55). 

Because HMT’s aim is for Remedy calculations to be performed in accordance with the other three 
policy intentions (2.1, 2.2 and 2.4) while not revisiting ECCC calculations, this leads to some 
inconsistencies in methodology between the two calculations.  Appendix A sets out examples of 
these inconsistencies and the reasons why I do not consider that these inconsistencies 
compromise the CCM approach. 

The policy intention that limits the updating of assumptions effectively means that HMT is setting 
many of the assumptions to be used in these calculations without regard to all available 
information. It would be normal in actuarial work to update assumptions given the passage of time. 
For example, the Directions specify a SCAPE discount rate that was chosen by reference to a July 
2018 report from the Office for Budget Responsibility (“OBR”) on long-term growth forecasts, 
whereas the OBR have published updated reports since then. Furthermore, the COVID-19 
pandemic may have affected the outlook even since the most recent OBR forecast.  

However, the context of these calculations is relevant: 
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• They are applying a time-bound formula under a cost control arrangement (as opposed 
to an assessment of the financial condition of the scheme or to set employer 
contributions); and 

• The CCM assessments are being “un-paused”, with the original pause specifically due 
to the uncertainty caused by the need for Remedy. 

In these specific circumstances, my view is that it is not unreasonable to use the assumptions that 
applied at the time of the previous Amending Directions, as specified by HMT. 

2.4 Aim for a “best estimate” calculation of Remedy costs, in line with the “no bias” objective 
referred to in paragraph 10(b) of this letter18 

In my opinion, these Directions (as amended) do on the whole meet the aim for best estimate 
calculations of the Remedy costs. The following amendments, in particular, assist in meeting this 
objective: 

• The facility under new Direction 55 to update or make additional assumptions in order to 
achieve best estimate where this change is required as a result of Remedy, including 
assumptions about career behaviours that allow for Remedy.  

• The use of the short-term assumptions for pay rises and pension increases (which are 
already specified for some elements of the 2016 valuations) when valuing all Remedy 
costs, which aims to provide a better estimate compared to only using the long-term 
assumptions as some other elements of the 2016 cost control calculations do. 

Advising on a best estimate calculation involves judgement and there is rarely a unique answer. In 
particular, for the 2016 cost control valuations: 

• As with previous directions, these Amending Directions do not specify fully all the 
assumptions, with some being left for individual schemes to decide in order to allow for 
their particular characteristics. In some cases, two sets of assumptions that are both 
reasonably viewed as best estimate could lead to materially different results. 

• Some of the assumptions specified may not have sufficient data available to support 
them, for example because it is too early to have any data on how Remedy is affecting 
retirement decisions. 

There might be assumptions that were acceptably best estimate in the context of the valuation 
reports issued in 2019 but that may no longer viewed as best estimate for the upcoming cost cap 
valuation reports, not as a result of Remedy but because of a difference in materiality. That is, 
choosing a slightly different assumption might have a material impact on the current calculations 
when it would have had no material impact on those reported in 2019. If any schemes consider 
this might be the case, then HMT might like to reconsider this direction.  

Finally, note there is a tension between this aim for a best estimate of the costs of Remedy and 
the policy intention in 2.3 not to revise assumptions except as a result of Remedy. The 
calculations will not, therefore, be best estimate in the sense of incorporating all information now 
available, e.g. future mortality expectations will not be based on the latest available evidence. 
Such effects will instead emerge in future cost control valuations. 

 
 

18 This refers to the numbering of your letter to me. 
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3. More detailed commentary: nine objectives set out in 2021 letter 

The nine objectives set out Annex C of your letter are repeated in purple text below followed by my 
comments. I would first refer to the comments I made in my letter19 regarding the 2018 Amending 
Directions, which is included as Appendix C of this letter.  

3.1 Completeness – “employer and employee contributions, taken together, reflect the full costs of 
the benefits provided by public service pension schemes, including any past service effects that 
arise between valuations” 

In my view, I expect this objective to be met for the cycle of valuations as a whole. Valuations will 
always depend on assumptions about the future that are not yet known and so of course 
corrections will be required at subsequent valuations. The employer contribution rates are more 
likely to require adjustment at the 2020 valuation than in a typical valuation, because the 2016 
valuation rates were set before the outcome of the court judgments regarding discrimination were 
known. 

The employer contribution rates published in reports in 2019 for the unfunded public service 
schemes had been calculated assuming rectification of provisional breaches of the CCM floor 
would be achieved via changes to accrual rates. No further amendments were allowed for to 
reflect Remedy. In order to provide stability for employers, HMT decided that these contribution 
rates would not be revisited once the outcome of the court cases was known. Instead, they would 
be revisited, in the usual way, as part of the next (2020) valuations cycle. 

These contributions rates would not (except by chance) be the same as the rates that would have 
been calculated had full details of Remedy been known at the time. For the 2016 valuations, 
therefore, employer and employee contributions together are unlikely to exactly meet the current 
expected cost of the benefits now accruing. However, the impact of this difference will be 
automatically taken into account in the next (2020) cycle of valuations.  

3.2 No bias – “assumptions used to assess costs should be best estimates, with no margin for 
prudence or optimism” 

In my 2018 letter, I noted that it was not possible to completely satisfy the no bias objective while 
also completely satisfying the consistency objectives. The extent to which the Directions met the 
no bias objective was limited somewhat by the priority given to the consistency objective. Not 
surprisingly, the tension between these two objectives has become more pertinent in this latest 
round of Amending Directions. This is because of the lengthening period from valuation effective 
dates to the publication of cost cap valuation reports, and the decision, under objective 2.3, not to 
revisit valuations except to the extent required to incorporate Remedy. 

However, as previously noted in 2.4, in new Direction 55, the Amending Directions allow the 
assumptions to be revised where the actuary has advised that those used in the valuation reports 
published in 2019 are no longer best estimate because of Remedy, or where additional 
assumptions are required to undertake the calculation of the Remedy costs. In my view, this 
flexibility to change assumptions is necessary to ensure the no bias objective can continue to be 

 
19 My 2018 letter, which includes as an appendix your letter requesting my opinion, can be found at 
https://www.gov.uk/government/publications/public-service-pensions-actuarial-valuations. It is set out in Appendix C of 
this letter. 

https://www.gov.uk/government/publications/public-service-pensions-actuarial-valuations
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met (except as before to the extent that the consistency objective limits this), even if in practice 
actuaries advise that no changed or additional assumptions are actually required. 

3.3 Discount rate – “the discount rate will be 2.4% per annum plus CPI, in line with the Office for 
Budget Responsibility’s long-term growth forecasts, as set out in their July 2018 Fiscal 
Sustainability Report” 

The Amending Directions do not change the discount rate to be used, so Direction 18 continues to 
require a discount rate of 2.4% pa from April 2019. This is in line with objective 2.3 to only revisit 
valuations to the extent required to incorporate Remedy. Section 2.3 comments on the fact that 
this assumption has not been updated for the passage of time. 

3.4 Consistency – “valuations of all public schemes should be consistent, allowing for comparisons 
to be made across schemes, including over time.  Where different scheme workforces have 
different characteristics, then there should be consistency in the way that assumptions are set” 

In general, this objective continues to be met but the Amending Directions introduce a possible 
inconsistency between schemes in the way that scheme managers can set assumptions. For 
assumptions set by HMT, the same assumptions will be used across schemes.20 

For schemes that published a valuation report (containing the calculated ECCC) in 2019, the 
Amending Directions specify that their cost control calculations must use the assumptions from 
that report except where the best estimate has changed as a result of Remedy. Most assumptions 
cannot, therefore, be informed by any information that has become available after those reports 
were signed. 

In contrast, the Amending Directions allow those schemes who did not publish a valuation report in 
2019 to set assumptions using more recently available information and this could influence CCM 
outcomes. I recommend that you monitor the approach used by these schemes to consider 
whether this inconsistency is causing unjustifiable differences in outcomes. 

As before, there are also some differences between schemes due to specific scheme 
circumstances:     

• The previous Directions already allowed for a different approach to calculating the 
ECCC for the Members of the Senedd pension scheme. In line with this, the Amending 
Directions appropriately disapply some disclosure items that would be irrelevant. 
Furthermore, they introduce a different approach to Remedy cost impacts for this 
scheme compared to others; this is explored further in Appendix A. 

• The changes to timings of LGPS valuations mean that the LGPS Scotland’s current 
(2017) valuation will have a three-year implementation period and therefore Remedy 
cost spreading period, compared to four years for the other schemes (apart from the 
Members of the Senedd pension scheme). This would need to be taken into account 
when Remedy costs across the schemes are compared, as a shorter spreading period 
leads to higher costs. 

 
20 The amendment to Direction 14 means that, for example, the calculations use published rates of pension increases 
only to the extent that they come into force before the start of the implementation period. For other years, the 
assumptions for the rates as set out in the Directions should be used. This ensures consistency between schemes 
who did and schemes who did not publish reports including ECCC results in 2019 (before the start of the 
implementation periods). 
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• These Amending Directions are prepared to enable the CCM elements of 2016 
valuations to be completed. They are therefore not relevant to the Security Services 
schemes, which were not due a cost control assessment until the 2020 valuations. 

3.5 Clarity – “the Directions should lead to valuation reports that include sufficient information to 
allow those who are technically competent to understand how the valuation has been carried out.  
Valuations reports should provide clear and transparent assessments of schemes’ costs, and 
reports should include information that may be helpful to scheme members and stakeholders in 
understanding the costs of providing benefits” 

As in 2018, the requirements for certain information to be published in scheme valuation reports 
meet this objective. Certain reporting requirements relating to the CCM were removed in the 2019 
changes, and these have now been put back in, so far as they relate to 2016 valuations. The 
required information will be published in a combination of the 2019 reports (or more recent reports 
setting out the ECCC) and the cost cap valuation reports.  

The assessment of schemes’ costs includes the cost of future accrual net of member 
contributions, together with an assessment of the impact on past service liabilities of both 
experience having been different from expectations and revisions to assumptions about future 
experience. I would note, however, that the current valuation methodology takes no account of the 
difference between the actual experienced GDP growth and the growth rate that was anticipated 
by HMT when directing the discount rate at the previous valuations. Consideration of this 
difference might aid transparency and understanding of pension costs from a wider perspective. 
However, in practice, past GDP growth experience does not affect the benefit cashflows required 
to be met by the schemes on an annual basis. 

3.6 Cost control – “the directions ensure that the 2016 valuation report includes valuation results 
that measure changes in the costs of the schemes against the employer costs cap (as envisaged 
in Section 12(4)(b) of the Act and as required by Section 12(5) of the Act)” 

With the cost control mechanism un-paused, the Amending Directions require disclosure of this 
information in the cost cap valuation reports currently being prepared (see Direction 22A), thus 
meeting the requirements of this objective. This is better met than in 2018, in the sense that the 
calculations allow for the effects of the McCloud and Sargeant court case judgments, whereas in 
2018 no allowance for this possibility was made. 

3.7 Sustainability – “for each scheme, the measurement of changes in the cost of the scheme 
against the employer cost cap (as envisaged in Section 12(4)(b) of the Act and as required by 
Section 12(5) of the Act) includes effects of scheme experience and future valuation assumptions 
differing from the assumptions used to determine the employer cost cap” 

The Amending Directions allow for the full Remedy cost expected and therefore the calculations 
include: 

• The scheme experience effect, in relation to Remedy period service completed prior to 
the valuation effective date, of benefit structures and member contributions being 
different from earlier expectations;  

• Revised assumptions, in relation to Remedy period service to be completed after the 
valuation effective date, of benefit structures and member contributions being different 
from earlier expectations; and 
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• Any secondary effect that changes in benefit structure has on expected member career 
behaviours relating to service before or after the Remedy period, as far as can be 
anticipated at this point using actuarial judgment.  

In my view, therefore, this objective continues to be met within the context of the current CCM 
though I would also refer to my Review of the CCM in which sustainability of scheme costs 
interpreted in its broadest meaning is also addressed.  

3.8 Technical immunity – “the measurement of changes in the costs of the scheme against the 
employer cost cap excludes effects caused by changes to the discount rate, the long-term 
earnings assumptions or changes in the actuarial methodology used in the valuations” 

The methodology set out in the Directions continues to be largely in line with the requirements of 
this objective as the cost assessed does not include calculations measuring any changes to those 
items. In practice, as noted in 2018, the current structure means that changes to the discount rate 
and long-term earnings assumptions will affect the calculations in an indirect way as they affect 
the size of other effects (including Remedy) added on to the future service cost.  

The Remedy costs might be larger for some schemes, and smaller for others, when calculated 
using the most recent directed discount rate and long-term earnings assumptions compared to 
those used in the calculation of the initial employer cost caps. This highlights the tension between 
the discount rate and technical immunity objectives (3.3 and 3.8).  

3.9 Stability – “for each scheme, the measurement of changes in the cost of the scheme against 
the employer cost cap excludes: 

• costs of the scheme which relate to the payment of benefits to deferred members and 
pensioner members in existing/connected schemes 

• changes in the cost of the new schemes which arise due to the effects of members having 
service in the existing schemes.” 
 

Costs related to the payment of benefits to deferred members and pensioner members in 
existing/connected schemes remain excluded from the cost control calculations under the 
Amending Directions, thus meeting the first bullet point for this objective. 

I understand that the intention behind the second bullet point of this objective is to ensure that the 
costs of a new scheme, interpreted as the future service accrual element of the cost cap cost, is 
not expected to drift over time because of the reducing level of legacy scheme service of the 
active scheme membership. Consistent with this, the calculations for future service accrual costs 
assume that all members accrue reformed scheme service and use behavioural assumptions that 
assume no past service in legacy schemes.21 

By contrast, calculations for past service costs in the CCM allow for actual scheme membership 
and thus allow for members being in legacy schemes. Similarly, where it is assumed that a 

 
21  This is required because the legacy schemes often have lower retirement ages than the new schemes, so 
members with more legacy scheme benefits are more likely to retire earlier than others. If these differences were 
allowed for when assessing costs of the new schemes in the CCM, those costs would be likely to change as legacy 
scheme members retire. 
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member will choose the legacy scheme under DCU, Remedy costs necessarily allow for that. The 
concern to avoid a drift over time is not relevant to these other aspects of the calculations. 

My opinion is therefore that the methodology set out in the Directions (see Directions 30 to 42A 
and 48 to 62) remains in line with the intention behind the second bullet point. 

4. Compliance, limitation and third-party disclaimer 

My opinion is based on the current understanding of the form of Remedy, CCM, the announced 
waiving of the requirement to rectify ceiling breaches, and other relevant considerations as at the 
date of this letter. If these were to change, my view on the appropriateness of the Amending 
Directions in meeting HMT’s objectives might be affected. As noted above, the assumptions are 
not being updated to allow for more recent views on various factors that influence pension costs, 
such as future GDP growth, pay rises, inflation or mortality changes. I would expect all of these 
factors to be affected in future by COVID-19. Additionally, EU exit and climate change are some of 
the risks that make assumptions inherently uncertain. 

In line with your requesting letter, I have not considered any equality aspects of the Amending 
Directions, except to the extent that my comments on IF in line with your policy intention 2.2 might 
be read as having a bearing on the wider equality considerations. 

This letter has been prepared in accordance with the applicable Technical Actuarial Standards: 
TAS 100 and TAS 300 issued by the Financial Reporting Council (FRC). The FRC sets technical 
standards for actuarial work in the UK. 

This letter is addressed to HMT and must not be reproduced, distributed or communicated in 
whole or in part to any other person without GAD’s prior written permission. I understand that HMT 
intend to publish this letter. Other than HMT, no person or third party is entitled to place any 
reliance on the contents of this report. GAD has no liability to any person or third party for any 
action taken or for any failure to act, either in whole or in part, on the basis of this letter. 

 

Yours sincerely 

 

Martin Clarke 
Government Actuary 
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Appendix A: more detailed points on data, assumptions and methodology 

The comments set out in Appendix A of my 2018 letter still apply. In addition, the existence of 
Remedy introduces some further complications regarding data, assumptions and methodology 
that I comment on below. For the avoidance of doubt, none of the comments set out in this 
Appendix change my overall view regarding the Amending Directions as set out in the main body 
of this letter. 

Comments regarding inconsistencies between methodology for different elements of the 
cost control calculations  

As outlined in section 2.3, performing the Remedy calculations while not revisiting ECCC 
calculations leads to inconsistencies between the two elements of the CCM calculation. 

To illustrate some of the terms used in this letter, especially as regards inconsistencies between 
calculations, the following diagram is a visual representation of the relevant periods. The position 
shown is for schemes with a valuation date in 2016 and a 4-year implementation period with 
Remedy period expected to end in 2022.22 The diagram summarises how costs are treated in the 
two elements of CCM calculation and also, for comparison, how costs are treated in the 
calculation of employer contribution rates. For each, it shows if the costs for those periods are 
included and if so the relevant spreading period. 

Treatment of periods of service in three valuations calculations  
 

 
 

The diagram illustrates the inclusion of some service periods for Remedy in the CCM that are 
excluded in other calculations. 

One difference is the treatment of the period 2016-19, which is excluded from the ECCC 
calculations but included in Remedy calculations. 

The exclusion of this period in the ECCC calculations means that changes in the costs of providing 
benefits for service during that period (other than as a result of Remedy) are excluded from the 
CCM at this valuation. Such changes in costs could result from changes to short-term salary and 
life expectancy assumptions, amongst others. This approach for ECCC calculations is in line with 
the original construction of the CCM. At that time, it was unknown whether such changes in costs 

 
22 Some other schemes have different dates, but the same principles apply. 
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would result in additional costs or savings and so this structure represented a reasonable 
approach. In line with objective 2.3, no change is being made to the calculation of the ECCC. 

In contrast, Remedy represents a one-off additional cost that was unknown about at the time that 
the CCM was originally established and which HMT have decided should be included in the CCM 
at this valuation. To exclude costs relating to service in the period 2016-19, but to include 2015-16 
and 2019-22 would not seem logical.  

Service after the end of the implementation period is also treated differently for Remedy costs. It is 
unusual for an actuarial valuation to consider effects after the period of accrual for which 
contributions are being set, i.e. the implementation period for unfunded public service schemes. 
We do not, for example, consider the effects of changes to mortality assumptions on service after 
the implementation period and instead these are generally picked up at subsequent valuations. 

However, any effect of changes in career behaviours, as a result of Remedy, on the costs of 
service after the end of the Remedy period will be predominately in relation to service that will 
accrue after the end of the implementation period, as illustrated in the diagram above. In order to 
meet the policy intent (2.1) for the 2016 valuations to capture the entire Remedy costs at this 
valuation, it is therefore necessary to include the post-implementation period effect and indeed 
new Directions 52 and 54 do this.  

As noted in the main body of this letter, the approach taken for post-implementation service does 
not allow for any changes in the workforce profile arising from changes in member career 
behaviours. Instead, the change in costs for the post-implementation period is valued using the 
period of future service that is expected under the assumptions that allow for Remedy. This is an 
effective way to exclude workforce profile changes as long as the assumptions that allow for 
Remedy result in a shorter (or identical) expected period of future service than under pre-Remedy 
assumptions. I understand that the indicative results are based on post-Remedy assumptions that 
meet this criterion. Otherwise, HMT should consider revisiting the Directions.  

Another difference in approach relates not to the inclusion of a service period but to the 
assumptions used in the two calculation elements of the CCM. In the future service element of the 
ECCC, only long-term assumptions for earnings increases are used. Also, all members are treated 
as if they have only ever had service in the reformed schemes (which affects the expected date of 
retirement). Again, this approach is in line with the original construction of the CCM and is 
reasonable as a way of avoiding bias in the CCM over time. In contrast, Remedy calculations use 
short-term earnings assumptions and members’ actual career histories are used when considering 
likely retirement patterns. This is necessary to give a better estimate of the actual cost. 

This section discussed three differences in approach between the calculations of the two elements 
of the CCM calculation. The section on IF in the main body of the letter also referred to a 
difference in spreading period. For each of these differences, because of the particular nature of 
the Remedy costs and in view of HMT’s policy objectives, I consider the inconsistency to be 
reasonable. 

Comments on data 

I would not expect the data typically gathered for valuations to be sufficient to precisely identify 
which members are in scope for Remedy. Apart from possible inaccuracies in dates of joining held 
on pension administration systems, data is not usually gathered for items such as disqualifying 
breaks in service, or previous service in other public service schemes that would bring an 
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individual into scope of Remedy. The Amending Directions give scheme actuaries flexibility to 
work with schemes’ responsible authorities to collect additional data if it seems likely to have a 
material impact on results. 

Comments on methodology 

Level of prescription in the draft Amending Directions 

Practically, the Directions cannot specify the full detail of all actuarial calculations; this remains 
true for Remedy cost impacts in the draft Amending Directions. For some areas, the draft 
Amending Directions are prescriptive (for example the inclusion of any impact on service after the 
Remedy period). For other aspects of the calculations, the draft Amending Directions permit a 
number of reasonable methods. This produces some technical challenges over the choices to be 
made, especially given that these calculations are in effect an overlay onto valuation results 
already reported in the 2019 reports. However, each scheme will have its own set of 
circumstances and the same approach may not be appropriate for all schemes in all cases. In my 
view, there are no areas where I feel it inappropriate that the Directions give schemes the 
opportunity to choose the details of the calculations work, allowing for their specific circumstances. 

Note that under DCU, it will not be known which benefit structure a member will have actually 
received during the Remedy period, until that choice is exercised, in some cases years into the 
future. When calculating Remedy, the assumed choices that scheme members will make at the 
point of their DCU decision will depend on the other assumptions made, such as pay rises and 
rates of leaving the scheme. This adds another element to the general uncertainty that there 
always is at any valuation over the cost of accruing and accrued pensions. Therefore, in future 
valuations there will be relatively more adjustments than would otherwise be required to allow for 
actual versus expected experience. However, my colleagues advising the pension schemes have 
advised me that this additional uncertainty is not expected to be an order of magnitude different 
from existing sources of uncertainty such as future life expectancy and financial conditions. 

Comments regarding approach where Directions are possibly ambiguous 

The Amending Directions are potentially ambiguous in two areas. This section sets out how the 
scheme actuaries plan to interpret them, so that HMT can clarify if that is not in line with their 
intentions: 

• New Direction 49 (2) (c) sets out what Remedy should be taken to mean in the context 
of CCM calculations for LGPS, by referring to an extension of the statutory underpin.  
Meanwhile, the LGPS consultation documents23 propose changes that mean that the 
revised underpin regulations will differ in a number of respects from the existing 
underpin provisions, with these amendments viewed as essential to ensure that the 
underpin regulations are clear and consistent. The scheme actuaries will interpret 
Direction 49 (2) in light of those anticipated amendments, taking instruction from the 

 
23 See https://www.gov.uk/government/consultations/local-government-pension-scheme-amendments-to-the-statutory-
underpin  
and https://hansard.parliament.uk/commons/2021-05-13/debates/21051320000019/LocalGovernmentPensions. 
 

https://www.gov.uk/government/consultations/local-government-pension-scheme-amendments-to-the-statutory-underpin
https://www.gov.uk/government/consultations/local-government-pension-scheme-amendments-to-the-statutory-underpin
https://hansard.parliament.uk/commons/2021-05-13/debates/21051320000019/LocalGovernmentPensions
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Department for Levelling Up, Housing and Communities and the Scottish Public 
Pensions Agency if appropriate. 

• New Directions 53 and 54 allow for any changes to member contributions as a result of 
Remedy. The scheme actuaries plan to interpret these directions as meaning they 
should value the member contributions that are appropriate for the post-remedy benefits 
that are assumed to be chosen under DCU, even though contributions are treated as if 
they are paid at the time of accrual, i.e. before DCU so that in practice at that point it will 
not be known which are the appropriate contribution rates. Furthermore, the Directions 
do not mention tax, and the scheme actuaries plan to allow for these contributions gross 
of tax in the CCM calculations. These plans are subject to the relevant scheme bodies 
approving the interpretations, and I will ask the scheme actuaries to raise any issues 
with you if the position changes. 

Comments affecting specific schemes only 

Pension Increase Orders  

The draft Amending Directions now limit the period when the pension increase assumption should 
be overridden by an actual Pension Increase Order to only where the Order was in force before 
the start of the implementation period (i.e. April 2020 for the Scottish Local Government scheme 
and the Members of the Senedd Pension Scheme and April 2019 for all other relevant schemes). 
This is necessary due to the delay caused by the pause of the cost control mechanism. 

This requirement applies only to those schemes that have not signed a valuation report for the 
employer contribution under the Directions – that is those schemes that set employer contributions 
through another mechanism. This includes the Local Government Pension Scheme. 

For all other schemes, this ties in with the actual and assumed pension increase assumptions that 
were used in the reports signed in 2019. 

Members of the Senedd Pension Scheme 

The draft Amending Directions exempt the Members of the Senedd Pension Scheme from full 
calculation of the Remedy cost impact and instead contain a figure for this. This scheme’s CCM 
already operates differently and the simplified approach seems appropriate in the circumstances. 

Paying for Remedy cost impacts over the implementation period 

The Local Government Pension Scheme (Scotland) and the Members of the Senedd Pension 
Scheme both have a 3-year implementation period at this valuation; the other schemes have a 4-
year implementation period. This reflects a difference in timing of the valuations. 

The Remedy cost impact is paid over the implementation period, as per the discussion under 2.2 
above. However, the annual cost of Remedy (as a percentage of pay) is higher when paid over 3 
years than when paid over 4 years. This means that the cost cap cost of the scheme is higher for 
the Local Government Pension Scheme (Scotland) and the Members of the Senedd Pension 
Scheme than if these schemes had a 4-year implementation period.  
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However, indicative results show that these schemes are expected to remain above the CCM floor 
(either within the corridor or above the ceiling, the implementation of which is to be waived) 
whether the costs are spread over 3 or 4 years. This means that this difference in implementation 
period does not affect the 2016 valuation outcome (i.e. no effect on member benefits). 

Overall, given your objectives and that valuation outcomes are not affected, this approach seems 
reasonable.  
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Appendix B – HMT letter 
The following pages contain a copy of the letter from Conrad Smewing (HMT) to Martin Clarke 
(Government Actuary) of 5 October 2021 regarding the draft Public Service Pensions (Valuations 
and Employer Cost Cap) (Amendment) Directions 2021. 
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Appendix C –my 2018 letter to HMT 
The following pages contain a copy of the main body and appendices A and B of my letter to 
Conrad Smewing (HMT) of 22 November 2018 regarding the draft Public Service Pensions 
(Valuations and Employer Cost Cap) (Amendment) Directions 2018. 
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