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“GMP Equalisation could 
increase the liabilities of 
FTSE 100 pension schemes 
by nearly £5bn and increase 
their deficits by nearly 25%”

Michael Ingram
Senior Manager

Based on the estimated IAS 19 liabilities of UK pension schemes 
sponsored by FTSE 100 companies as at 31 December 2018 2



Introduction

Companies with financial years ending after 26 
October 2018 (when the Lloyds Bank judgment 
was published) are required to include a best 
estimate of the cost to equalise GMPs on their 
balance sheets.

With many companies having now completed their 
estimates of the cost to equalise GMPs, Deloitte 
has looked at a sample of these companies to 
understand the range and distribution of GMP 
Equalisation costs.  This short paper sets out a 
summary of our findings.

Background 

Guaranteed Minimum Pension (“GMP”) was 
earned until April 1997 in schemes that were 
“contracted out” of the SERPS State pension. In 
return for providing a company pension with a 
minimum level of benefits (i.e. the GMP), the 
sponsoring employer and the employee both paid 
reduced National Insurance contributions and the 
employee built up a smaller State pension. 

GMP is typically one element of the overall pension 
benefit provided to employees and was designed 
to ensure that the pension would not be lower 
than the extra State pension which employees had 
foregone as a result of being contracted-out. 

The law required that GMP pensions were payable 
from age 60 for women and age 65 for men 
(reflecting the different State Pension Ages which 
prevailed at that time). On 17 May 1990, the 
judgment in the ‘Barber’ court case ruled that 
pension benefits provided by employers had to be 
equalised between men and women going forward. 
Pension schemes therefore changed their rules as 
necessary so that men and women earned pension 
that was payable from the same Normal 
Retirement Age. However, the GMP element of the 
overall pension continued to be payable from 
different ages in accordance with the 
Government’s prescribed approach to calculating 
GMP.

The trustee of the Lloyds Bank Pension Scheme 
sought legal clarity from High Court on the issue 
and the judgment from the case means that 
schemes and their sponsoring employers now 
need to equalise GMPs between men and women. 
The judgment applies to GMP earned between 17 
May 1990 (the date of the Barber judgment) and 5 
April 1997 (when all GMP ceased accrual). 
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Deloitte has compared the cost of equalising GMPs 
under the default method in the Lloyds Bank case 
(Method C2) relative to the overall size of gross 
pension liabilities for a sample of companies.  

For the vast majority of companies surveyed the 
GMP Equalisation costs were in the range 0% to 
2% of pension liabilities with only a limited 
number of cases above 2%.  

Within this range the results were heavily skewed 
towards 0%, that is to say that majority of 
companies had costs towards the lower end of this 
range.

The average (mean) GMP Equalisation cost was 
0.7% of scheme liabilities.

Half of all schemes surveyed had a GMP 
Equalisation cost of between c. 0.2% and c.1.0% 
and 80% of all schemes surveyed had a GMP 
Equalisation cost of between c. 0.1% and c.1.8%. 

The actual distribution is shown below:

Results
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3% of Gross 

Pension Liabilities

10th Percentile

10% of schemes had 

a GMP Equalisation 

cost of c. 0.1% or less

Lower Quartile

25% of schemes had 

a GMP Equalisation 

cost of c. 0.2% or less

Upper Quartile

75% of schemes had 

a GMP Equalisation 

cost of c. 1.0% or less

90th Percentile

90% of schemes had 

a GMP Equalisation 

cost of c. 1.8% or less

Median

50% of schemes had 

a GMP Equalisation 

cost of c. 0.5% or less

0% of Gross 

Pension Liabilities

Average (Mean)

The average GMP 

Equalisation cost was 

0.7% of scheme liabilities
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The average UK private sector 
pension scheme was c. 93% 
funded at 31 December 2018 on 
an IAS19 accounting basis.

A 1% increase in scheme 
liabilities would increase the 
average deficit by around 15%. 

Source: Deloitte Estimates



We have seen a number of approaches to 
estimating GMP Equalisation costs being adopted 
in the market.  These broadly fit into the following 
three main categories.

Full model approaches 

Full model approaches tend to come in two forms.  

The first is where individual member data is put 
through the model and assumptions are made for 
missing data.  This tends to be one of the most 
accurate approaches, however there are 
differences in the level of granularity of the 
models designed by different firms.

The second is where data is aggregated into a 
large number (often around 1,000) of groups.  The 
groupings reflects the vast majority of the drivers 
of GMP cost.  An average member is then put 
through the model and the results are scaled 
according to the size of the group. This tends to 
closely reflect results of the individual member 
calculations and again the accuracy depends on 
the granularity of the underlying models.

Factor based approaches

Factor based approaches usually are of the form 
where GMP liability accrued between 17 May 1990 
and 5 April 1997 is grouped into a number of 
buckets where each bucket represents a 
combination of key cost drivers.  A factor is then 
applied to the total GMP liability in each bucket to 
estimate the cost of GMP Equalisation for the 
bucket.  The total cost is then summed across all 
of the buckets.

The factors are usually generated from an 
underlying full model using sample data.

The accuracy of this approach largely depends on 
the number of buckets used. 

Hybrid approaches

There are a number of hybrid approaches also 
used.  These are typically of the form where 
bespoke factors are generated for each bucket 
using a full model and average member data for 
each bucket.

The accuracy of this approach largely depends on 
the number of buckets used.  Where a very large 
number of groups are used, the level of accuracy 
closely replicates using a full model with 
aggregated data.

Other approaches

A small number of other approaches account for 
the remaining 3% of estimates.  These vary in 
nature and are generally less reliable than the 
other approaches.

Estimate Approaches 
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estimates

29%
Factor based 

estimates
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Hybrid approach 

estimates
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If you would like to speak to us about how GMP 
Equalisation can affect your defined benefit 
pension scheme, please contact one of our GMP 
Equalisation specialists below or your usual 
Deloitte contact.

Finding out more

https://deloi.tt/MikeI
https://www.linkedin.com/in/mark-shimmons-0174611
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