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1 Summary 

1.1 This report is provided to the Finance Committee of the Scottish Parliament in 
relation to the Committee meeting on 28 April 2009 in connection with the 
Committee’s inquiry into future Scottish Government spending. 

1.2 This report sets out summarised information regarding pension costs for 
Scottish employees who are members of statutory public sector pension 
schemes. 

1.3 Some of these costs are accounted for by the Scottish Government, some by 
Scottish local authorities and some by the UK Government.  

1.4 In the short term we do not expect the recession to affect significantly the 
pensions related DEL (1) cost that will be accounted for by the Scottish 
Government.   

1.5 The latest actuarial valuation date for the Scottish local authority pension 
schemes is 31 March 2008.  The valuation reports at 31 March 2008 that we 
have seen for the two largest local authority schemes (Strathclyde and Lothian) 
both recommend an increase in employer contributions.  GAD understands that 
the Scottish Government’s current Council Tax freeze means that this has not 
impacted on Council Tax bills. 

1.6 There are longer term risk factors such as longevity which could lead to 
increased pension costs which may affect DEL expenditure.  For example any 
required increase in employer contributions for the NHS and Teachers’ pension 
schemes in Scotland would directly lead to increased DEL expenditure. 

1.7 We will be present at the inquiry to clarify and expand on any aspect of this 
report. 

 
(1)  DEL refers to Department Expenditure Limits 
 
2 Policy context 

2.1 Occupational pensions policy remains a matter that is reserved to the UK 
Government.  Within this, public service pensions policy is directed by HM 
Treasury on behalf of the UK Government, though Scottish Ministers have 
certain executively delegated powers.   

2.2 Scottish Ministers powers include the ability to make secondary legislation for 
the Scottish Local Government Pension Scheme (LGPS), Teachers (STSS), 
NHS, Police and Firefighters’ schemes.  However, formal HM Treasury consent 
is required for regulations governing the STSS and NHS (Scotland), which 
means that HM Treasury can exercise direct control over the structure and 
operation of those schemes. Scottish Ministers have greater autonomy over the 
design of the Scottish LGPS, Police and Firefighters schemes, though HM 



 

2 

Treasury take a keen interest in the financial implications of these schemes and 
may exercise control through the Scottish Government’s budget settlement. 

 
 
3 Major Scottish public sector schemes 

3.1 The largest Scottish public sector schemes by active membership (ie current 
employees who are scheme members), are shown in Table 1.  These are all 
statutory schemes. 

 
Table 1:  Largest Scottish public sector schemes by active membership 
 
Pension scheme Active membership 
Local Government Pension Schemes (LGPS) 225,479 (1)

NHS Scheme (Scotland) (NHSSS) 158,532 (2)

Scottish Teachers Superannuation Scheme 
(STSS) 

76,997 (3)

Principal Civil Service Pension Scheme 
(PCSPS) 

57,900 (4)

Police Pension Schemes 16,200 (4)

Firefighters Pension Schemes (Scotland)  4,568 (5)

(1) Total membership of the 11 LGPS fund authorities as at 31 March 2008 – source 
SPPA 

(2) From NHS Resource Accounts as at 31 March 2008 
(3) From STSS Resource Accounts as at 31 March 2008 
(4) Figure as at 31 March 2005 taken from Audit Scotland report dated June 2006 
(5) From data provided to GAD as at 31 March 2006 by the 8 Scottish Fire and 
Rescue Services (FRSs) 
 
3.2 On grounds of materiality, this report covers only the Schemes listed above. 
3.3 There are other funded pension schemes which Scottish Parliament supports 

which are also increasingly under cost pressure. 
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4 Financing mechanisms 

4.1 Our understanding of the method by which the schemes are financed is as set 
out below: 
STSS / NHSSS 

4.2 STSS and NHSSS are unfunded schemes financed through the Scottish 
Government.  The term ‘unfunded’ describes a scheme where there is no formal 
fund invested to meet current and future liabilities. 

4.3 Employer contributions count towards Departmental Expenditure Limits (DEL). 
4.4 Any excess in excess of employer contributions needed to pay current pensions 

and lump sums is met by HM Treasury. 
LGPS (Scotland) 

4.5 These are funded schemes financed, in the main, by the appropriate local 
authorities, together with scheduled and admission bodies. 

4.6 Contributions are set following each triennial actuarial valuation.  The effective 
date of the latest set of valuations occurred is 31 March 2008. 
PCSPS 

4.7 PCSPS is an unfunded GB-wide pension scheme financed through the Cabinet 
Office. 

4.8 Employer contributions count towards DEL. 
4.9 Employer contributions are set out in an ASLC (Accruing Superannuation 

Liability Charge) notice.  
4.10 It is not clear what proportion of the PCSPS members in Scotland have their 

pension costs financed directly or indirectly through Scottish Government 
budgets. 
Scottish Police and Fire Schemes 

4.11 The Police and Fire Schemes are unfunded schemes financed by the 
appropriate Police boards and Fire authorities.  

4.12 Currently, the authority accounts for the immediate cashflow requirements of 
these schemes, i.e. the amount by which the total benefits payable exceeds the 
employee contributions. 

4.13 This differs from the corresponding financing arrangements in England and 
Wales where local authorities account for pensions as the difference between 
the accruing cost of benefits less employee contributions.  The Scottish 
Government intends to introduce a similar arrangement from April 2010. 

 
 
 
 
 
 
 
 
 



 

4 

5 Contribution rates 

5.1 The employer contribution rates in the schemes listed in Table 1 (Section 3) are 
shown in Table 2 below: 

Table 2:  Employer contribution rates in largest Scottish public sector schemes 
 
Pension Scheme Employer contribution rate (% salary) 
Scottish Teachers Superannuation 
Scheme 

14.9% with effect from 1 April 2009 (1)

NHS (Scotland) 13.5% with effect from 1 April 2009 (2)

LGPS (Scotland) Typically between 18 and 23% (3)

PCSPS 18.9% with effect from 1 April 2009 (4)

Police Schemes Nil (England and Wales 25.5% (5)) 
Fire Schemes Nil (England and Wales 11.0% or 21.3% 

(6)) 
 
(1) The rate prior to 1 April 2009 was 13.5% 
(2) The rate prior to 1 April 2009 was 14.9% 
(3) The valuation reports as at 31 March 2008 we have seen are showing an 
increase in employer contributions – Strathclyde from 17.3% to 20.6% and Lothian 
from 19.0% to 22.5%, both increases being phased in over 3 years 
(4) Average rate – a number of rates apply, dependent on each individual’s salary.  
The average rate prior to 1 April 2009 was 19.4% 
(5) includes 1.3% specifically identified for ill-health retirement 
(6) 11.0% for the New Firefighters Pension Scheme :  21.3% for the Firefighters 
Pension Scheme 
 
5.2 The employee contribution rates in the schemes listed in Table 1 (Section 3) are 

shown in Table 3 below: 
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Table 3:  Employee contribution rates in largest Scottish public sector schemes 
Pension Scheme Employee contribution rate (% salary) 
Scottish Teachers’ Superannuation 
Scheme 

6.4% 

NHS (Scotland) Between 5.0% and 8.5% (1)

LGPS (Scotland) Between 5.5% and 12% (2)

PCSPS 1.5% or 3.5% (3)

Police Schemes 9.5% or 11.0% (4)

Fire Schemes 8.5% or 11.0% (5)

(1) Member contribution rates determined by members total pensionable pay (not 
banded) 
(2) Member contribution rates determined by aggregating contributions per pay band 
(similar to PAYE band) 
(3) Ignoring Partnership which is a money purchase section. Rate varies by section. 
(4) 9.5% for the New Police Pension Scheme : 11.0% for the Police Pension Scheme 
(5) 8.5% for the New Firefighters Pension Scheme : 11.0% for the Firefighters 
Pension Scheme 
 
6 Short term effects of recession on pension costs 

6.1 The DEL expenditure of the Scottish Government explicitly includes the 
employer contributions for NHS (Scotland) and STSS as shown in the figures 
for SPPA in the Draft Budget.   

6.2 There may or may not be significant employer contributions to PCSPS also 
passing through DEL.  It is not clear to what extent the pension costs for civil 
servants in Scotland are financed through the Scottish Government’s accounts. 

6.3 The employer contributions for these schemes are the employer contribution 
rate multiplied by the total pensionable salaries. 

6.4 Employer contribution rates are assessed periodically at scheme valuations.  
We understand that the employer rates for NHS (Scotland), STSS and PCSPS 
will next be revised from April 2012. 

6.5 The short term effect of the recession on DEL costs may be more influenced by 
effects on total pensionable salaries.   

6.6 For example, in the short term there may be pressure to curb salary growth in 
the public sector or to reduce the public sector workforce. 
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7 Major risk factors affecting long term pension costs 

7.1 The major risk factors affecting the affordability of the pension schemes include 

• Longevity 
• Salary growth 
• Membership profile 
• Investment performance (for LGPS) 

7.2 Longevity refers to the risk that current and future pensioners live longer than 
expected after retirement. 

7.3 Since members’ benefits are generally based on final salary, the risk to the 
scheme is that the salary growth experienced by its membership is greater than 
expected.  Conversely, salary growth less than expected could lead to reduced 
pension costs. 

7.4 Membership profile can give rise to risk in several ways.   

• An increasing public sector membership relative to the total population 
increases the effects of the other risks to which the public purse is exposed. 

• The cost of accruing benefits is also determined partly by the age profile of the 
membership.  Fewer members than expected leaving the public sector may 
increase the age profile and consequent cost of accruing benefits. 

• Demographic factors such as ages at retirement and the incidence of ill-health 
retirement rates similarly can affect the cost of benefit provision. 

7.5 LGPS schemes are funded and so investment performance affects the health of 
these schemes.  Investment performance may be volatile in the short term and 
this may lead to volatility in employer contribution rates when assessed at three 
yearly intervals. 
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8 Cost capping and cost sharing 

8.1 Many of the major UK public sector pension schemes including the Scottish 
schemes are now subject to “cost sharing” and “cost capping” 

8.2 The intention underlying “cost sharing” is that changes in the cost of pension 
provision above an agreed threshold are shared between employers and 
employees. 

8.3 Such changes may be a result of factors such as longevity and would be 
assessed following each valuation, generally at four-yearly cycles (three years 
in LGPS) 

8.4 “Cost capping” provides a cap on the annual employer contribution rate , 
expressed as a percentage of pensionable salaries.  The cap varies by scheme. 

8.5 In practice, the cost capping mechanism can be complex particularly for a 
scheme such as LGPS (England and Wales) which has many subfunds. 

8.6 Cost capping limits a number of the cost-related risks that the employer, and 
hence taxpayer, is exposed to. 

8.7 The major risk the schemes are exposed to is longevity. 
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