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To:
The Rt. Hon. Charles Clarke MP


Secretary of State for Education and Employment

I am pleased to present my report on the actuarial review of the Teachers’ Pension Scheme (England and Wales) as at 31 March 2001, carried out in accordance with Regulation G4 of the Teachers’ Pension Regulations 1997 (S.I. 1997 No. 3001), as amended by the Teachers’ Pensions (Amendment) Regulations 1999 (S.I. No. 607) and the Teachers’ Pensions (Amendment) Regulations 2002 (S.I. No. 3058).

1.   INTRODUCTION

1.1 Regulation G4 of the (amended) Regulations requires the Government Actuary to carry out an actuarial review of the Teachers’ Pension Scheme (“the Scheme”) as at 31 March 2001 and to report on the review to the Secretary of State.  The previous report related to the five-year period ending on 31 March 1996.

1.2 Membership of the Scheme is open to teachers in schools and other educational establishments in England and Wales which are maintained or grant-aided out of money either provided by Parliament or raised by local authorities, and to teachers in many independent schools and establishments of further education, including the universities established in 1992.  Appendix A summarises the current benefit provisions of the Scheme.
1.3 Under the Regulations, an account is maintained, known as the Teachers’ Pension Account (“the Account”), to which contributions from members and employers are credited and from which expenditure on benefits (including pension increases under the Pensions (Increase) Acts) is debited.  However, all contributions (from members and employers) are paid to the Exchequer, and the Exchequer effectively meets the cost of all benefits.  

1.4 The Regulations state that, with effect from 1 April 2001, the notional investments (ie the balance in the Account) will earn a real rate of return (in excess of price increases) specified by the Government Actuary.  In addition, for the purposes of the actuarial review as at 31 March 2001, the balance in the Account as at that date shall be such that the value of the scheme assets equals the value of the scheme liabilities.  (The scheme assets consist of the notional investments and the future contributions in respect of existing members.)  

1.5 The Government Actuary is required to determine the employers’ contribution rate in two parts.  First, a standard contribution rate is determined; employers pay the balance of the standard contribution rate in excess of contributions paid by members at 6% of salary.  Second, the employer contribution rate is adjusted on account of any difference between the value of the scheme liabilities and the value of the scheme assets.  However, for this review, the adjustment will be zero because the values of assets and liabilities will be equal.

1.6 This report has been prepared in accordance with the requirements of Guidance Note No. 9 (version 5.1) issued by the Faculty and Institute of Actuaries, except that a discontinuance valuation has not been carried out, as explained in paragraph 5.6.

2.   DEVELOPMENTS SINCE THE 1996 REPORT

2.1 Historically, the employers’ contribution rate has not included the cost of pension increases.  However, the Teachers’ Superannuation (Amendment) Regulations 1997 (SI No. 312) (the 1997 Regulations) gave effect to significant changes in the operation of the Teachers’ Pension Account (the Account).  These changes were due to be fully implemented at the valuation due as at 31 March 2001, and the employers’ contribution rate after the 2001 valuation would have reflected the cost of all benefits (including pension increases) for the first time.  With effect from the same date, future notional investment returns to be credited to the Account were to be based on the average return of very large invested pension funds.

2.2 At the 1996 valuation, the standard contribution rate (excluding the cost of pension increases) was assessed to be 12.8%, of which the employers’ share was 6.8%.  In addition, the 1996 valuation determined that a supplementary contribution of 1.25% should be payable.  The total employers’ contribution rate (of 8.05%) was due to be implemented with effect from 1 April 2000.  However, before this rate was implemented, it was revised for two reasons.

2.3 First, the Teachers’ Pensions (Employers’ Supplementary Contributions) Regulations 2000 (SI No. 502) revised the supplementary contribution rate payable.  As a result, a supplementary contribution rate of 0.4% would apply for the period 1 April 2000 to 31 March 2002, and a rate of 1.35% would apply from 1 April 2002.

2.4 Second, the Teachers’ Pensions (Amendment No. 2) Regulations 2000 (S.I. No. 665) implemented minor changes to the scheme benefits, and increased the employers’ contribution rate by 0.2% to meet the cost of the changes, both with effect from 1 April 2000.  Thus, the standard contribution rate payable from 1 April 2000 was increased from 12.8% to 13.0%, of which the employers’ share was 7.0%.

2.5 Table 1 summarises the contribution rates paid from 1 April 1996 to 31 March 2001.

Table 1

Contributions from April 1996 to March 2001

Percent of salary
	Period
	Standard contribution rate 
	Supplementary contribution
	Total employer rate

	
	Total
	Employer
	
	

	April 1996 to March 1997 *
	13.3
	7.3
	0.75
	8.05

	April 1997 to June 1997 * 
	13.3
	7.3
	0.75
	8.05

	July 1997 to March 1998 †
	12.7
	6.7
	0.5
	7.2

	April 1998 to March 1999 † 
	12.7
	6.7
	0.5
	7.2

	April 1999 to March 2000 † 
	12.7
	6.7
	0.5
	7.2

	April 2000 to March 2001 ‡
	13.0
	7.0
	0.4
	7.4


*
Determined at the 1986 valuation.

†
Determined at the 1991 valuation.

‡
Determined at the 1996 valuation (and by subsequent amending regulations).

2.6 At the 1996 valuation, an assessment was also made of the standard contribution rate including the cost of pension increases.  Under the 1997 Regulations, however, this standard contribution rate (of 18.9%) did not form the basis for determining the employers’ contribution rate. 

2.7 Table 2 summarises the contribution rates payable from 1 April 2001 to 31 March 2003, as determined at, or subsequent to, the 1996 valuation.  (From April 2003, the employers’ contribution rate will be as determined at the current review.)

Table 2

Contributions after April 2001
Percent of salary
	Period
	Standard contribution rate 
	Supplementary contribution
	Total employer rate

	
	Total
	Employer
	
	

	April 2001 to March 2002
	13.0
	7.0
	0.4
	7.4

	April 2002 to March 2003
	13.0
	7.0
	1.35
	8.35



Consolidated Account, 1 April 1996 to 31 March 2001
2.8 Table B1 of Appendix B summarises the consolidated Account for the period from 1 April 1996 to 31 March 2001, and Table B2 sets out the principal items of income and outgo for each year.  The notional investment returns shown in Tables B1 and B2 follow closely the returns attained by very large invested pension funds.  However, there are no actual investments underlying the balance in the Account; in effect, the balance represents a liability of the Exchequer.  In both tables, the balance in the Account represents the market value of the initial investments according to the 1997 Regulations.

2.9 From Table B2, it can be seen that, throughout the period, expenditure on benefits exceeded contribution income.  This is an indication of the increasing maturity of the Scheme (although it should be noted that contributions were payable only at a contribution rate excluding the cost of pension increases whereas the expenditure includes the cost of pension increases).  However, taking account of notional investment returns, total income substantially exceeded expenditure over the period, and so the balance increased significantly.

2.10 It is important to recognise that an excess of income over expenditure does not necessarily indicate that an actuarial review will result in a valuation surplus.  The balance in the Account can be considered as corresponding to the assets of a conventionally funded pension scheme, in which contributions must be accumulated during the working lifetime of members in order to provide benefits after retirement.

3.   CHANGES UNDER SCAPE

Introduction

3.1 The Teachers’ Pensions (Amendment) Regulations 2002 (S.I. No. 3058) (the 2002 Amendment Regulations) introduced significant changes to the operation of the Account with effect from April 2001, with consequential implications for actuarial reviews (including the current review, as at 31 March 2001).

3.2 Future actuarial reviews of the Scheme (including that as at 31 March 2001) will be carried out on an approach known as “Superannuation contributions adjusted for past experience” (or SCAPE).  Under SCAPE, the notional investments will be credited with a rate of return (expressed in real terms, in excess of price increases) specified by the Government Actuary.  The specified real rate of return also forms the basis for determining the standard contribution rate and the valuation liabilities (both of which will include the cost of pension increases).

3.3 The Government Actuary, in consultation with HM Treasury, will periodically review the rate of return in view of past experience and future long-term considerations.  The rate of return will be chosen by reference to the reasonable expectation of real rates of return on secure bond investments (such as index-linked gilts) over the long term.  It should be recognised that the specified rate will not be based directly on current market rates of return, although market rates will be taken into account along with other factors.

The Account

3.4 The balance in the Account as at 31 March 2001 shall be such that, in the current review, the value of the scheme assets equals the value of the scheme liabilities.  (It will not be equal to the amount shown in Appendix B, which was determined under the 1997 Regulations.)  The scheme assets consist of the notional investments and the future contributions in respect of existing members.  Thus, the balance in the Account as at 31 March 2001 will be determined as the difference between the value of the scheme liabilities and the value of future contributions.

3.5 With effect from 1 April 2001, the Account will be credited with a real rate of return (in excess of price increases), which is equivalent to assuming that the balance in the Account is invested in notional investments that produce that real rate of return.

Actuarial reviews

3.6 The employers’ standard contribution rate determined at the current review will be implemented with effect from April 2003.  As noted in paragraph 1.4, the employers’ contribution rate payable from 1 April 2003 will not be adjusted on account of any difference between the values of the assets and the liabilities.

3.7 At future reviews, the contribution rate will be adjusted in respect of differences in the value of assets and liabilities arising from the experience since 1 April 2001.  Future investment experience should not lead to surplus or deficiency because investment returns will be credited to the Account in accordance with the specified real rate of return.  Thus, future contribution adjustments will primarily reflect the Scheme’s demographic experience (or changes to the benefit provisions).

4.   DATA

4.1 Teachers’ Pensions (the Scheme’s administrators) supplied the following data:

(i)
members in service as at 31 March 2001 and salaries payable at 1 April 2001;


(ii)
pensions in payment as at 31 March 2001;


(iii)
members entering and leaving service during the five years ended 31 March 2001;


(iv)
new awards and cessations of pension in the five years ended 31 March 2001;


(v)
former members with preserved (or deferred) benefits as at 31 March 2001

The following paragraphs summarise the important features of the data.


Active membership
4.2 Figure 1 illustrates the active membership data.  Over the quinquennium, the number of active members increased by nearly 3%.  This increase reflects a reduction of about 7% for men and an increase of about 8% for women.  By 31 March 2001, women comprised two thirds of the membership.

[image: image1]
4.3 Total salaries increased by about 29% (from £12½ billion to £16¼ billion) over the quinquennium, while average salaries increased by some 26%, to about £28,000 pa at 1 April 2001.  This increase in average pay corresponds to average annual increases of about 4½% a year since 1 April 1996.

4.4 Table C1 of Appendix C summarises the numbers of contributing members, and total salaries, as at 1 April 2001, together with the corresponding numbers and salaries as at 1 April 1996.  Table C2 of Appendix C summarises the changes in the active membership of the Scheme from 31 March 1996 to 31 March 2001.
4.5 Figure 2 illustrates the age distribution of male and female active members.


[image: image2]
Pensioners and dependants
4.6 Figure 3 illustrates the pensioner membership data.  Over the quinquennium, the number of pensions in payment increased by about 15% and, as at 31 March 2001, was about 73% of the active membership (65% at 31 March 1996).  This reflects the increasing maturity of the Scheme in addition to the greater longevity of pensioners.

[image: image3]
4.7 Total pensions in payment increased by about 30% over the quinquennium, while the average pension in payment (including pension increases) increased by about 12% to £7,900 pa at 31 March 2001.
4.8 Table C3 of Appendix C summarises the number and amounts of pensions in payment (including pension increases) as at 31 March 2001 and the corresponding numbers and amounts as at 31 March 1996.

4.9 Figure 4 illustrates the age distribution of male and female pensioners.
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Deferred membership 
4.10 Members who leave service before retirement age with less than two years’ pensionable service may choose to take a return of member’s contributions (at 6%) with interest.  Members who leave service before retirement age with more than two years’ service are granted preserved benefits, payable at age 60.  A significant proportion of deferred members (with either less or more than two years’ previous service) return for a further period of service before age 60.  As at 31 March 2001, there were about 90,000 men and 230,000 women with preserved benefits, equivalent in total to about 55% of the active membership.

5.   VALUATION METHODOLOGY

5.1 Following discussions with the DfES, the review has been carried out using a “prospective benefits” valuation methodology known as the “Entry Age Method”.  This is the same method as used at previous actuarial valuations of the Scheme.

The Entry Age Method

5.2 Under this approach, the objective is to meet the cost of members’ benefits by means of a stable contribution rate (the “standard contribution rate”), expressed as a percentage of salary, payable during active service.  The standard contribution rate (known as the new entrant contribution rate) is calculated to be the rate required to meet the cost of the benefits expected to accrue throughout the career of a typical new entrant joining the Scheme at the assumed normal entry age.

5.3 The actuarial valuation is carried out by reference to the total prospective service of the membership at the review date.  The liability in respect of active members is based on both past and future service, allowing for future increases in earnings.  The liability in respect of deferred members is based on past service and future service after re-entry to the Scheme, again allowing for future increases in earnings.  The liability in respect of pensioners and dependants is based on the pensions in payment (and contingent pensions) at the review date.  For consistency, the assets consist of the notional investments plus the future contributions (at the standard contribution rate) arising from the future service of the membership as at the valuation date (including contributions payable in respect of deferred members after re-entry to the Scheme).

Main features of the Entry Age Method

5.4 Provided that the future experience is in accordance with the actuarial assumptions adopted to calculate the standard contribution rate, then the contributions should be just sufficient to meet the cost of benefits arising from the service of a typical new entrant.  The standard contribution rate should remain broadly stable over time provided that the actuarial assumptions (including the assumed distribution by age and sex of members entering service) remain broadly unchanged.

5.5 If the assets (including future contributions) exceed (or fall short of) the liabilities in respect of total service, then the actuarial surplus (or deficiency) would be addressed by an adjustment to the standard contribution rate.  The Regulations state that a surplus should be eliminated by means of a contribution reduction (or that a deficiency should be eliminated by means of a supplementary contribution) spread over a period of fifteen years.

Discontinuance valuation

5.6 The Entry Age valuation described in paragraphs 5.1 to 5.5 assesses the Scheme as an ongoing entity.  Because the Scheme is a statutory scheme with the benefits effectively guaranteed by the government, it is not considered necessary to assess the position if the Scheme were to be discontinued.  

6.   FINANCIAL ASSUMPTIONS


The Account 

6.1
Under the previous regulations, the valuation as at 31 March 2001 would have been based on the Account maintained from 1 April 1996 to 31 March 2001.  As at 31 March 2001, the balance in this Account (ie the market value of the notional investments) was £110,452 million.  However, as a result of the 2002 Amendment Regulations, and as explained in paragraph 3.4, this balance (of £110,452 million) will not be used for the current actuarial review.

6.2 Instead, as explained in Section 3, the initial balance in the Account (ie as at 31 March 2001) will be determined by the current review such that the valuation assets and liabilities are in balance.  In effect, the balance in the Account as at 31 March 2001 will be determined as the difference between the value of the scheme liabilities and the value of future contributions in respect of existing members.  With effect from 1 April 2001, the Account will be credited with a specified notional investment return.


Specified rate of return (in excess of price increases)

6.3 As explained in paragraph 3.2, future actuarial reviews (including that as at 31 March 2001) will be carried out using the same (real) rate of return that is specified by the Government Actuary for the purposes of crediting investment returns to the Teachers’ Pension Account.

6.4 For the purposes of the actuarial review as at 31 March 2001, and in accordance with the considerations set out in paragraph 3.3, I have decided that the real rate of return will be 3½% a year (in excess of price increases).

Other financial assumptions

6.5 Although the liabilities after retirement are linked to price increases, the liabilities accruing during active service are related to general increases in earnings.  Accordingly, it is also necessary to consider the rate of return in relation to earnings increases.  Historically, there has been a reasonably close correlation between price increases and general earnings increases, and so real earnings growth (in excess of price increases) has remained relatively stable by comparison to the individual rates of increase of prices and earnings.  It has been assumed that the rate of investment return in excess of general earnings increases will be 2% a year, which is equivalent to assuming that real earnings growth will be about 1½% a year.  (Section 7 considers career increases in salaries on account of promotion and other factors.)

6.6 Pensions accrued during the period from 1978 to 1997 include an element of pension (known as the Guaranteed Minimum Pension or GMP) on which the State pays some (or all) pension increases.  An assumed gross rate of return is required in order to value GMPs.  For the purposes of the actuarial review as at 31 March 2001, it has been assumed that the long-term gross rate of return will be 7% a year.  (This assumption has a relatively minor bearing on the outcome of the valuation).

Summary

6.7 Table 3 summarises the financial assumptions adopted for the current valuation and, for comparison, those adopted for the 1996 valuation.

Table 3

Summary of financial assumptions
	Assumption
	Current   valuation
	Previous valuation

	Gross rate of return
	7%
	8½%

	Real rate of return in excess of:
	
	

	Prices
	3½%
	3½%

	Earnings
	2%
	2%

	Rate of real earnings growth *
	1½%
	1½%


*   in addition to increases arising from salary progression, promotion etc.

6.8 The assumed real rates of return (of 3½% in excess of prices and 2% in excess of earnings) are the same as were adopted at the 1996 review.  However, the assumed gross rate of return of 7% a year is lower than that assumed in 1996 (of 8½% a year), reflecting the continuing fall in interest rates.  Whilst these assumed rates of return may appear high in comparison with current market rates of interest, the liabilities of the Scheme will not emerge for many years.  The financial assumptions adopted for the review are based on long-term considerations.

7.   DEMOGRAPHIC ASSUMPTIONS

7.1 This Section summarises the demographic assumptions adopted for the current review.  Paragraphs 7.2 to 7.6 summarise the assumptions relating to mortality after retirement.  Paragraphs 7.7 to 7.12 summarise the additional demographic assumptions adopted in order to determine the standard contribution rate and value the liabilities of active members.  
Pensioner mortality after age and premature retirement
7.2 Since the 1996 valuation, the actuarial profession has published new standard mortality tables, known as PMA92 (men) and PFA92 (women).  These tables include allowance for greater future mortality improvement than the PMA80 and PFA80 tables (used for the 1996 valuation).  Taking account of the Scheme’s recent experience, the assumed mortality rates for current pensioners are as in the PMA92 and PFA 92 tables but with a reduction of one year of age.  (This implies greater longevity than the unadjusted standard tables.)  Table 4 shows the life expectancy of current pensioners on this basis.

Table 4

Life expectancy of current pensioners
                                                                                Years
	Age at   valuation date
	Men
	Women

	60
	25
	28

	65
	20
	23

	70
	15½ 
	18½ 

	75
	12
	14½ 

	80
	8½ 
	11


7.3 In respect of future pensions that will be paid to current active and deferred members, the mortality rates in the standard tables have been projected to the calendar year 2025.  The assumed life expectancy of future pensioners at age 60 is 26 years for men and 29 years for women.

Pensioner mortality after ill-health retirement
7.4 The mortality of both existing and future ill-health pensioners is expected to be heavier than that of the unadjusted standard tables.  For future ill-health pensioners, the assumed rates are similar to the PMA92 and PFA92 tables but with an addition of three years of age.  The mortality experience of the existing cohort of ill-health pensioners has been unexpectedly light and so the assumed rates are similar to the PMA92 and PFA92 tables but with an addition of one year of age.  (This implies shorter longevity than the unadjusted standard tables.)
7.5 It has been assumed that, for men, mortality in the first year after ill-health retirement will be 50% greater than for those of the same age who have been retired more than one year.  For women, allowance has been made for an excess of 100% in the first year and 50% in the second year, as compared to those of the same age who have been retired for two years or more.

Spouses’ mortality
7.6 For widows’ mortality, I have adopted the recently published WA92 standard mortality table but with a reduction of two years of age.  For widowers’ mortality, I have adopted the same rates as for male pensioners after age retirement.  The assumed proportions of members married, and therefore eligible for spouse's benefits, are a little lower than those adopted for the 1996 valuation.

Active members

7.7 The assumed rates of retirement (on age grounds) are the same as were adopted for the 1996 valuation.  On average, men are assumed to retire at about age 62 and women at age 61.  No allowance has been included for future premature retirements.  The assumed rates of ill-health retirement are, for men, broadly similar to those adopted for the 1996 valuation, but, for women, significantly lower than rates adopted for the 1996 valuation.

7.8 For both men and women, the assumed rates of death-in-service are a little lower then those adopted for the 1996 valuation.

7.9 Withdrawal rates tend to be higher in the early years of service and decrease as service increases.  It has been assumed that higher withdrawal rates will apply for the first two years of service (previously assumed to be five years’ service).  The assumed withdrawal rates for the first two years of service are broadly similar in effect to those adopted for the first five years of service at the 1996 valuation.  After two years’ service, the assumed withdrawal rates for both men and women are higher than at the 1996 valuation, more significantly for men.

7.10 On re-entry to the Scheme after withdrawal, a member may aggregate the earlier period of service with the service subsequent to re-entry.  The valuation includes allowance for this contingency in the period between withdrawal and age 60, and for benefits in respect of the service before and after re-entry to be based on the salary at the final date of exit from the Scheme.  It is assumed that other deferred members receive benefits from age 60.

7.11 In addition to the allowance for general increases in salary (see paragraph 6.5), the valuation also includes allowance for increases in salary arising from increments and promotion.  For both men and women, the assumed promotional scale is the same as that adopted for the 1996 valuation, although the full effect of recent changes to the salary structure (such as the introduction of threshold payments) will not be clear until the next valuation.  However, the DfES has informed me that, once these changes are fully in force, it expects that salary increases arising from the changes will generally occur relatively early in a member's career.  On this understanding, the likely effect of these changes on the standard contribution rate at the next valuation will be small.
7.12 It is assumed that new entrants join the Scheme at a range of ages.  On average, the assumed entry age is about 30 for men and about 28 for women.  It is assumed that about 70% of new entrants are female.  These are the same assumptions as adopted at the previous valuation.
7.13 Appendix D discusses in greater detail the demographic experience over the five years ending 31 March 2001.  Appendix E tabulates the assumptions at specimen ages.

8.   RESULTS


Standard contribution rate
8.1 The standard contribution rate (including the cost of pension increases) as at 1 April 2001 is assessed as 19.5% of salary, of which the employer’s share is 13.5% (taking account of member contributions of 6%).

8.2 The standard contribution rate of 19.5% of salary is 0.6% higher than the corresponding rate of 18.9% (including pension increases) at the 1996 valuation.  The two main factors underlying the increase are the benefit improvements implemented in April 2000 (which account for an increase of about 0.2%) and the demographic assumptions adopted for the current valuation, particularly the greater allowance for future mortality improvement.

Valuation result
8.3 The valuation has been carried out using the Entry Age Method, as described in Section 5.  The standard contribution rate has been determined so as to meet the cost of benefits arising in respect of new entrants joining the Scheme after 1 April 2001 although it will not be payable until 1 April 2003.  Thus, the valuation does not include any liabilities in respect of new entrants, except that an adjustment is required on account of the contributions payable in respect of new entrants between 1 April 2001 and 31 March 2003, during which period the full standard contribution rate will not be payable.

8.4 The contributions payable after 1 April 2001, and taken into account for the valuation, are as follows:

(i)
in respect of existing members: standard contributions of 13.0% of salaries until 31 March 2003, and 19.5% of salaries thereafter;

(ii) in respect of new entrants: a shortfall for standard contributions of 13.0% (instead of 19.5%), of salaries until 31 March 2003; and

(iii) in respect of all contributing members: supplementary contributions of 0.4% to 31 March 2002 and 1.35% from 1 April 2002 to 31 March 2003.

8.5 As explained in paragraph 3.4, the value of the notional investments as at 31 March 2001 has been determined so that the value of the liabilities is equal to the sum of the values of the notional investments and the future contributions from members and employers.

8.6 Table 5 summarises the result of the valuation as at 31 March 2001. 

Table 5

Valuation statement as at 31 March 2001
	Present value of:
	£ million

	Liabilities
	

	Benefits in respect of:
	

	Pensions in payment
	44,190

	Deferred members (including liabilities after re-entry to service)
	13,070

	Benefits to active members:
	

	In respect of service before 31 March 2001 
	45,910

	In respect of service after 1 April 2001
	39,710

	Total liabilities
	142,880

	Assets
	

	Standard contributions:
	

	By existing active members
	11,520

	By employers of existing active members 
	23,990

	In respect of existing deferred members (after re-entry to service)
	5,010

	Shortfall in respect of new entrants until 1 April 2003
	-50

	Supplementary contributions (until 31 March 2003):
	

	In respect of all members
	270

	Added years contributions
	130

	Notional investments to be credited as at 31 March 2001 ‡
	102,010

	Total assets
	142,880

	Balance of assets less liabilities 
	Nil


‡   Such that the total assets equal the total liabilities

Balance in the Account as at 31 March 2001

8.7 Table 5 shows that the amount required in the Account (ie the value of the notional investments) as at 31 March 2001 in order to balance the valuation assets and liabilities is £102,010 million.  (This effectively assumes that the notional investments will earn a future real rate of return of 3½% a year with effect from 1 April 2001.)

Total contribution rate
8.8 As was intended under the 2002 Amendment Regulations, the valuation assets and liabilities are in balance as at 31 March 2001, and so there is no requirement to adjust the contribution rate with effect from 1 April 2003.  Thus, the total contribution rate payable from 1 April 2003 is the standard contribution rate of 19.5% of salary, of which the employer’s share is 13.5% of salary.

Increase in liabilities 1996 to 2001

8.9 At the 1996 review, the total service liabilities (including the cost of pension increases) amounted to £105,180 million, as compared to £142,880 million at the current review (as shown in Table 5).  Table 6 summarises the main factors contributing to the increase in the total service liabilities (of some £38 billion) over the period 31 March 1996 to 31 March 2001.

Table 6

Increase in liabilities, 1996 to 2001

	Factor
	£ billion

	Liabilities as at 31 March 1996
	105

	(i)
	Interest on initial total service liability (@ 8½%)
	53

	(ii)
	Total service liability of new entrants 1996 to 2001
	13

	(iii)
	Expenditure on benefits 1996 to 2001
	-21

	(iv)
	Benefit improvements (@ April 2000)
	1

	(v)
	Salary increases lower than expected
	-7

	(vi)
	Price increases lower than expected
	-6

	(vii)
	Change in mortality basis
	6

	(viii)
	Other changes to demographic basis
	-2

	(ix)
	Reduction of 1½% in gross rate, to 7%
	1½

	(x)
	Other experience and miscellaneous
	-½ 

	All factors
	38

	Liabilities as at 31 March 2001
	143



Period until next review

8.10 Under the Regulations, the Account will be credited with notional investments of £102,010 million as at 31 March 2001.  If, over the period until the next valuation, 

(i) the Account were to be credited with a real rate of return of 3½% a year, and 

(ii) contributions were to be credited to the Account at the rates shown in paragraph 8.5, 

then the next valuation should be out of balance only to the extent that the other actuarial assumptions are not borne out over the intervening period.

9.   SUMMARY


Standard contribution rate
9.1 The standard contribution rate, payable from 1 April 2003, is 19.5% of salary.  This is an increase of 0.6% over the corresponding standard contribution rate determined in the 1996 report, mainly because of benefit improvements and increased longevity.

Balance in the Account as at 31 March 2001

9.2 The balance in the Account (ie the value of the notional investments) as at 31 March 2001 will be set to £102,010 million.  With effect from 1 April 2001, the notional investments will earn a real rate of return of 3½% a year.

Supplementary contribution
9.3 Under the provisions of the amending regulations, the balance in the Account as at 31 March has been determined so that the values of the assets and liabilities are equal.  Thus, no supplementary contribution is payable with effect from 1 April 2003.

Employers’ contribution rate
9.4 The total recommended rate of contribution payable by employers from 1 April 2003 is 13.5% of salary.
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London

1202-25.eib.doc

APPENDIX  A

Summary of the main provisions of the Teachers’ Pension Scheme
1. This Appendix summarises the principal provisions of the Scheme as provided under the Teachers’ Superannuation (Consolidation) Regulations 1997 (amended by subsequent Regulations).  The Scheme is contracted-out of the State Earnings-Related Pension Scheme.

Eligibility for membership
2. All full-time and part-time teachers in state schools, accepted independent schools and further education colleges (including the universities established in 1992) are eligible for membership of the Scheme.

Contributions
3. Members contribute at the rate of 6% of salary (which includes some allowances but excludes payments in respect of overtime and extra duties). 

Retirement age
4. Pensions are normally payable from age 60 although many members continue to work after that age.  Pensions may be payable from age 50 (at the employer’s expense) where employment has been terminated prematurely on redundancy or efficiency grounds.  Members may take an actuarially reduced pension from age 55.

Benefits on retirement at or after age 60
5. Subject to a qualifying period of two years, the pension is 1/80th of pensionable salary per year of service, where pensionable salary is the best year’s pay in the last three years of service.  A lump sum of three times the pension is also payable.

Pension on retirement due to ill-health
6. On retirement due to ill-health with more than two years’ service, an immediate enhanced pension is payable.  A lump sum of three times the pension is also payable.

Lump sum on death in service

7. On death in service, a lump sum is payable of two years’ pensionable salary. 

Benefits on withdrawal

8. A member who leaves with less than two years’ service may take a refund of contributions (of 6%) with interest at any time before age 60.  A member who leaves with greater than two years’ service is entitled to a preserved pension payable from age 60 together with a lump sum of three times the pension payable at age 60.  On re-entry to the Scheme, earlier service may be aggregated with the new period of service for the purpose of calculating benefits at retirement provided that the member has not taken a refund of contributions or transfer value.

Spouses and children’s benefits
9. If a married member dies after retirement, a spouse’s pension is payable at the rate of one half of the member’s pension.  (For widows, the member’s service after 31 March 1972 reckons towards the widow’s pension whereas, for widowers, only service after 5 April 1988 is reckonable.)  On death after retirement, a higher short term pension is payable and a supplementary grant may also be payable.  Spouse’s pensions cease on remarriage.  Children’s pensions are payable in respect of dependent children.

Pension Increases

10. Pensions in payment and preserved benefits are subject to the provisions of the Pensions (Increase) Act 1971, and so, in general, are increased in line with price increases.

APPENDIX  B

Table B1

Consolidated Account, 1 April 1996 to 31 March 2001

	
	£m

	Balance at 1 April 1996 (market value)
	74,140

	Income
	

	Contributions
	

	Employees
	4,163

	Employers
	5,005

	Transfers, CEPs & miscellaneous 
	624

	Notional investment return
	44,087

	Total income
	53,879

	Outgo
	

	Benefits
	

	basic 
	12,574

	pension increases
	4,558

	Refunds, transfers, CEPSs 
	435

	Total outgo
	17,567

	Balance at 31 March 2001 (market value)
	110,452 *


           *
The balance in the Account represents the market value of the notional investments according to the regulations prior to the 2002 Amendment Regulations.

APPENDIX  B

Table B2

Details of income and expenditure for period 1 April 1996 to 31 March 2001

(£ thousands)

	Year ending  31 March
	Income
	Expenditure 
	Balance of Account at end of year

	
	Contributions
	Notional investment income 
	Other            income
	Total 
income
	Annual pensions
	Lump sum payments
	Other payments
	Total       outgo
	

	1996

1997

1998

1999

2000

2001
	1,788,086

1,746,603

1,760,015

1,868,715

2,004,744
	8,260,891
19,963,491
8,578,635
15,002,504
-7,718,591
	113,006
128,364
127,695
136,739
118,344
	10,161,983

21,838,458

10,466,345

17,007,958

-5,595,503
	2,594,100

2,822,552

2,995,230

3,124,922

3,179,376
	615,492

766,657

285,643

316,889

390,640
	54,002

54,914

98,946

135,897

131,813
	3,263,594

3,644,123

3,379,819

3,577,708

3,701,829
	74,139,662

81,038,051

99,232,386

106,318,912

119,749,162

110,451,830*


     *   The balance in the Account represents the market value of the notional investments according to the regulations prior to the 2002 Amendment Regulations.
APPENDIX  C

Table C1

Active members, 1996 and 2001
	
	31 March 1996
	31 March 2001

	
	Number
	Total salaries*
	Number
	Total salaries†

	
	
	£ million
	
	£ million

	Men
	203,800
	4,928
	190,479
	5,782

	Women
	359,408
	7,607
	387,723
	10,448

	Total
	563,208
	12,535
	578,202
	16,230


*  payable from 1 April 1996.

†  payable from 1 April 2001.
Table C2

Changes in active membership, 1996 to 2001
	
	Men
	Women
	Total

	Number at 31 March 1996 
	203,800
	359,408
	563,208

	Plus
	
	
	

	New entrants
	40,381
	102,484
	142,865

	Re-entrants 
	18,095
	71,530
	89,625

	Other entrants (including transfers-in)
	9,805
	21,361
	31,166

	Less
	
	
	

	Deaths in service
	1,352
	1,771
	3,123

	Premature retirements
	20,169
	23,375
	43,544

	Ill-health retirements
	8,323
	12,258
	20,581

	Age retirements 
	6,634
	11,257
	17,891

	Other exits (including transfers out)
	45,124
	118,399
	163,523

	Number at 31 March 2001
	190,479
	387,723
	578,202


Note: The membership at 31 March 1996 was derived from the data supplied for this valuation and is, in total, marginally higher than shown in the previous report.
APPENDIX  C

Table C3

Pensions in payment, 1996 and 2001

	
	31 March 1996
	31 March 2001

	Retirement category
	Number 
	Annual pensions  £ million
	Number
	Annual pensions
£ million

	Age and premature
	
	
	
	

	    Men
	118,785
	999
	131,521
	1,249

	    Women
	162,657
	961
	184,953
	1,219

	Ill-health
	
	
	
	

	    Men
	22,679
	182
	28,895
	277

	    Women
	36,573
	237
	46,088
	348

	Spouses
	23,744
	58
	31,664
	90

	Total (excl. children)
	364,438
	2,437
	423,121
	3,183


APPENDIX  D

Demographic experience and assumptions

1. This Section considers the demographic experience over the period 1 April 1996 to 31 March 2001, and the demographic assumptions adopted for the current review.

Pensioner mortality after age and premature retirement
2. Current pensioners may have retired at age 60 (or over) or retired prematurely at age 50 (or over).  The mortality experience in the period 1996-2001 was broadly in line with the mortality rates adopted for the previous review, which were based on standard tables of mortality rates for men and women, published by the Faculty and Institute of Actuaries and known as PMA80 and PFA80.  These tables include allowance for future mortality improvement.

3. Since the 1996 valuation, the actuarial profession has published new standard mortality tables, known as PMA92 (men) and PFA92 (women).  These tables include allowance for greater future mortality improvement than the PMA80 and PFA80 tables and I consider it appropriate to adopt the PMA92 and PFA 92 tables for this valuation.  For current pensioners, the assumed mortality rates are as in the PMA92 and PFA 92 tables, but adjusted to take account of the Scheme’s recent experience - a reduction of one year of age from the published tables.

4. In respect of future pensions that will be paid to current active and deferred members, the mortality rates in the standard tables have been projected to the calendar year 2025.  Table E1 of Appendix E shows the assumed age retirement mortality rates (for future pensioners) at specimen ages.  

Pensioner mortality after ill-health retirement
5. Current ill-health pensioners retired before attaining age 60.  During the period 1996-2001, the mortality experienced by the existing cohort of ill-health pensioners was notably lighter than the assumptions adopted for the 1996 review.  This may have been because many of the members who retired on ill-health grounds before 1997 (when changes to the ill-health retirement provisions were implemented) were not affected by ailments that impacted significantly on their expected longevity.  However, in view of the 1997 changes, it seems likely that, for future retirements, ill-health mortality will be closer to that expected at the previous review (relative to the unadjusted standard tables).

6. The mortality of both existing and future ill-health pensioners is expected to be heavier than that of the unadjusted standard tables.  For future ill-health pensioners, the assumed mortality rates are similar to the PMA92 and PFA92 tables but with an addition of three years of age.  For the existing cohort of ill-health pensioners, the assumed mortality rates are similar to the PMA92 and PFA92 tables but with an addition of one year of age.  Table E1 of Appendix E shows the assumed ill-health retirement mortality rates (for future pensioners) at specimen ages.

7. It has been observed at previous reviews that ill-health retirement pensioners experience heavier mortality in the early years after retirement than those of the same age but who have been retired for some time.  However, it proved difficult to interpret the data provided in this respect for the current review.  Thus, as at the 1996 valuation, it has been assumed that, for men, mortality in the first year after retirement will be 50% greater than for those of the same age who have been retired more than one year.  For women, allowance has been made for an excess of 100% in the first year and 50% in the second year, as compared to those of the same age who have been retired for two years or more.

APPENDIX  D

Spouses’ mortality
8. For widows, the mortality experience in the years 1991-96 was compared with the mortality rates adopted for the previous review (based on the standard mortality table known as WA80) and there was some evidence that the mortality experience was lighter than the assumptions adopted for the previous review.  For widowers, the data were insufficient to provide a valid comparison.

9. For widows’ mortality, I have adopted the recently published WA92 standard mortality table but with a reduction of two years of age.  For widowers’ mortality, I have adopted the same rates as for male pensioners after age retirement.  Table E2 of Appendix E shows the assumed mortality rates for future spouses at specimen ages. 
10. The proportions of members at each age married, and therefore eligible for spouse’s benefits, were analysed.  The proportions were a little lower than the assumptions adopted for the 1996 valuation.  The assumed proportions have been derived by modifying the 1996 assumptions, taking account of the observed experience, and in line with trends in the proportions married of the wider population.  Table E4 of Appendix E shows the proportions assumed to be married at specimen ages.

Active members

11. Paragraphs 12 to 23 discuss the demographic assumptions adopted in order to determine the standard contribution rate and to value the liabilities of active members.

In-service decrements

12. Age retirements during the period 1996 to 2001 were, on average, at very similar ages to those assumed in the 1996 basis.  The assumed rates of age retirement are the same as were adopted for the 1996 valuation.  Table E2 of Appendix E shows the assumed rates of retirement from active service.  On average, men are assumed to retire at about age 62 and women at age 61.

13. The Regulations require that employers meet the costs of premature retirements directly.  The Scheme is responsible only for the cost of the accrued benefits payable from age 60 and so is not affected financially by premature retirements.  Thus, the valuation does not include any allowance for future premature retirements.

14. Over the period 1996 to 2001, the number of men retiring on ill-health was a little higher than expected under the assumptions adopted for the 1996 review.  The number of women was significantly lower than expected.  Some of these differences may be attributable to behavioural effects as a result of the changes introduced in 1997 relating to ill-health retirement and premature retirement.

15. The assumed rates of ill-health retirement are, for men, broadly similar to those adopted for the 1996 valuation, but, for women, significantly lower than rates adopted for the 1996 valuation.  Table E2 of Appendix E shows the assumed ill-health retirement rates at specimen ages.

16. For both men and women, the number of deaths in service occurring during the period 1996 to 2001 was a little lower than expected on the 1996 basis at all ages.  Therefore, for both men and women, the assumed death-in-service rates are a little lower then those adopted for the 1996 valuation.  Table E2 of Appendix E shows the assumed death-in-service rates at specimen ages.

APPENDIX  D
17. The rates of withdrawal from service were analysed by duration of service and the age of the member at withdrawal.  Over the period 1996 to 2001, withdrawals from service by men were significantly higher than expected on the 1996 basis, and the withdrawals by women were a little higher than expected.

18. Withdrawal rates tend to be higher in the early years of service and decrease (as service increases).  In earlier reviews, it has been assumed that withdrawal rates in the first five years of service are higher than the rates at the same age for members with at least five years’ service.  However, the more recent evidence indicates that, after two years’ service, there is not a significant difference between the withdrawal rates of members of the same age.  (This may be partly due to the reduction in qualifying service for benefits, from five to two years.)

19. It has been assumed that higher withdrawal rates will apply for the first two years of service.  The assumed withdrawal rates for the first two years’ of service are broadly similar in effect to those adopted for the first five years’ of service at the 1996 valuation.  After two years’ service, the assumed withdrawal rates for both men and women are higher than at the 1996 valuation, more significantly for men.  Table E2 of Appendix E shows withdrawal rates for members with more than two years’ service at specimen ages.  Table E3 of Appendix E shows withdrawal rates for members with less than two years’ service at specimen ages.

20. A member may re-enter the Scheme after withdrawing from service.  On re-entry to the Scheme, a member may aggregate the earlier period of service with the service subsequent to re-entry.  The valuation includes allowance for this contingency in the period between withdrawal and age 60, and for benefits in respect of the service before and after re-entry to be based on the salary at the final date of exit from the Scheme.  It is assumed that other deferred members receive benefits from age 60.

Progression of average salary with age
21. In addition to the allowance for general increases in salary (see paragraph 6.5), it is also necessary to allow for increases in salary arising from increments and promotion.  Salaries in payment at 31 March 2001 were analysed by age and duration of service.  The analysis (which reflected, to some extent, recent changes to the salary structure such as the introduction of threshold payments), indicated that salaries as at 31 March 2001 were broadly in line with the promotional scale adopted for the 1996 valuation.  The full effect of the recent changes will be clearer at the next valuation.  The DfES has informed me that, once these changes are fully in force, it expects that salary increases arising from the changes will generally occur relatively early in a member's career.
22. For both men and women, the assumed promotional scale is the same as that adopted for the 1996 valuation.  Table E5 of Appendix E shows the promotional salary scale at specimen ages.  If a member has a break in service between the valuation date and the date that benefits are awarded, then it is assumed that the final pensionable salary will be lower than if service had been continuous.

Entry age

23. It is assumed that new entrants join the Scheme at a range of ages.  On average, the assumed entry ages are 30 for men and 28 for women.  It is assumed that 70% of new entrants are female.  These are the same assumptions as adopted at the 1996 valuation.  
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Table E1

Assumed rates of mortality for future pensioners
	Age last
	Age (or premature)
	Ill-health retirement
	Spouses

	birthday at
	retirement 
	(more than two years)
	

	beginning 
	
	
	
	
	
	

	of year
	Men
	Women
	Men
	Women
	Widows
	Widowers

	
	
	
	
	
	
	

	22
	
	
	.0131
	.0061
	.0002
	.0001

	27
	
	
	.0131
	.0061
	.0002
	.0001

	32
	
	
	.0131
	.0061
	.0003
	.0001

	37
	
	
	.0131
	.0061
	.0004
	.0001

	42
	
	
	.0132
	.0062
	.0006
	.0002

	47
	
	
	.0135
	.0064
	.0009
	.0003

	52
	.0006
	.0006
	.0140
	.0069
	.0014
	.0006

	57
	.0013
	.0011
	.0151
	.0077
	.0021
	.0013

	62
	.0029
	.0024
	.0183
	.0101
	.0034
	.0029

	67
	.0071
	.0054
	.0250
	.0147
	.0064
	.0071

	72
	.0159
	.0114
	.0380
	.0233
	.0116
	.0159

	77
	.0326
	.0223
	.0607
	.0380
	.0204
	.0326

	82
	.0610
	.0409
	.0961
	.0615
	.0352
	.0610

	87
	.1044
	.0699
	.1458
	.0960
	.0593
	.1044

	92
	.1641
	.1118
	.2083
	.1428
	.0977
	.1641

	97
	.2374
	.1678
	.2783
	.2012
	.1573
	.2374
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Table E2

Assumed rates of death, withdrawal and retirement in year following age stated
	Age last birthday at beginning of
	Death in service
	Withdrawal
(at least 2 years’ service)
	Ill-health retirement
	Age last birthday at beginning of
	Age retirement

	year
	Men
	Women
	Men
	Women
	Men
	Women
	year
	Men
	Women

	
	
	
	
	
	
	
	
	
	

	22
	.0002
	.0002
	.0600
	.0950
	.0000
	.0001
	59
	0.25
	0.60

	27
	.0003
	.0002
	.0564
	.0940
	.0002
	.0004
	60
	0.14
	0.33

	32
	.0005
	.0003
	.0398
	.0844
	.0005
	.0008
	61
	0.12
	0.21

	37
	.0006
	.0004
	.0301
	.0589
	.0013
	.0013
	62
	0.13
	0.20

	42
	.0008
	.0007
	.0254
	.0450
	.0029
	.0024
	63
	0.15
	0.20

	47
	.0013
	.0012
	.0212
	.0359
	.0077
	.0064
	64
	0.70
	0.70

	52
	.0023
	.0019
	.0206
	.0298
	.0158
	.0133
	65
	0.95
	0.85

	57
	.0043
	.0026
	.0201
	.0296
	.0215
	.0226
	66
	0.45
	0.30

	62
	.0062
	.0036
	.0000
	.0000
	.0000
	.0000
	67
	0.45
	0.30

	
	
	
	
	
	
	
	68
	0.30
	0.30

	
	
	
	
	
	
	
	69
	1.00
	1.00

	
	
	
	
	
	
	
	
	
	


APPENDIX  E 

Table E3

Probability of withdrawal during first 2 years

	Age last birthday at entry
	Probability of withdrawal in first year of service
	Probability of withdrawal in second year of service

	
	Men
	Women
	Men
	Women

	22
	.08
	.07
	.08
	.08

	27
	.10
	.11
	.09
	.12

	32
	.08
	.07
	.07
	.08

	37
	.08
	.05
	.06
	.05

	42
	.08
	.06
	.06
	.06

	47
	.09
	.08
	.07
	.07

	52
	.10
	.12
	.09
	.07

	57
	.14
	.15
	.11
	.09


Table E4

Assumed proportion married
	Age last

birthday
	Proportion married 

	
	Men
	Women

	
	
	

	22
	0.03
	0.04

	27
	0.17
	0.18

	32
	0.32
	0.31

	37
	0.47
	0.44

	42
	0.60
	0.53

	47
	0.70
	0.64

	52
	0.76
	0.71

	57
	0.82
	0.72

	62
	0.84
	0.64

	67
	0.85
	0.62

	72
	0.83
	0.57

	77
	0.79
	0.46

	82
	0.74
	0.32

	87
	0.62
	0.18

	92
	0.43
	0.07

	97
	0.24
	0.01

	
	
	


APPENDIX  E
Table E5

Salary scale for active members
	
	
	

	Age last
	Salary scale 

	birthday
	
	

	
	Men
	Women

	
	
	

	21
	88
	88

	25
	100
	100

	30
	126
	125

	35
	151
	142

	40
	166
	149

	45
	176
	156

	50
	183
	161

	55
	186
	165

	60
	189
	167

	
	
	


_________________
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Age distribution of all pensioners
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