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Consultation on Proposed Increases to Contributions for Members of the Teachers’ Pension Scheme

Consultation Response
Introduction
On 19 July 2011 the Chief Secretary to the Treasury set out the principles that would apply to increases in contributions for members of unfunded public service pension schemes, including the Teachers’ Pension Scheme (TPS). The Department for Education published a consultation document on 27 July, with a closing date of 20 October, setting out the Government’s proposals for how those principles will be applied to the TPS.
Scope of the Consultation

The purpose of the consultation was to seek views and evidence on whether the proposed contribution increases for financial year 2012-13 are consistent with the principles set out by the Government.  To assist with this, the Department set out specific questions, although consultees were also invited to respond on any aspect of the proposals.
For clarity, the employer contribution rate (currently 14.1%) will remain unchanged in 2012-13. 
Background

Providing good quality pensions is becoming more challenging given increasing life expectancy. That is why the Government set up the Independent Public Service Pensions Commission (IPSPC) chaired by Lord Hutton to make recommendations on how such pensions can be made sustainable and affordable, whilst remaining fair to the workforce and other tax payers.  
The Government has committed;

· to retain a defined benefit scheme;

· to protect accrued rights so that the benefits that members have earned up to the point of change will be protected; and

· to ensure that most low and middle earners, working a full career, will receive pension benefits at least as good, if not better than they get now.
The IPSPC, as part of its review, was invited to produce an interim report.  The terms of reference stated; “This should consider the case for delivering savings on public service pensions within the spending review period - consistent with the Government’s commitment to protect those on low incomes - to contribute towards the reduction of the structural deficit.”

In his interim report of 7 October 2010, Lord Hutton recommended that increased longevity and the imbalance between employer and employee contributions are strong reasons to make changes to pension contributions.
The Government announced in the 2010 Spending Review that it accepted the findings of the interim IPSPC report on public service pensions and that it would seek progressive changes to the level of employee contributions.

The total overall savings required are £2.8 billion per annum across the public service pension schemes by 2014-15. These changes equate to an average 3.2 percentage point contribution increase for members of participating public service pension schemes, to be introduced incrementally over the three years starting April 2012, on a 40%:80%:100% basis.

The Spending Review statement made clear that the Government is keen to discuss with unions and employer representatives the most appropriate approach for implementing contribution increases, and stated its view that increases should be implemented in such a way as to:

1. protect the low paid,
2. be progressive – so that those who earn more pay more, and
3. limit the risk of increases in the rate of opt-outs from schemes.  
On 19 July 2011 the Chief Secretary to the Treasury issued a statement, which reiterated the Government’s intention to protect low earners and set out the Government’s proposal that:

· anyone earning less than £15,000 per year full-time equivalent (FTE) will see no increase, and
· those earning between £15,000 and £21,000 per year FTE will see a gross increase of no more than 1.5 percentage points by 2014-15 (this amounts to a 0.6 percentage point increase in 2012-13 on a pro-rata basis).

He further set out the proposal that no individual will see a gross increase of more than 6 percentage points by 2014-15 (this amounts to a 2.4 percentage point cap in 2012-13 on a pro-rata basis).

The responses reported in this document relate to the consultation on the contribution increases in 2012-13 only. However, the Government remains committed to securing the full savings announced in the Spending Review and further proposals will be brought forward for 2013-14 and 2014-15 following further discussions between Government and the public service unions and employers.
Further details on the Chief Secretary to the Treasury’s statement can be found at http://www.hm-treasury.gov.uk/press_83_11.htm
Proposals for the Teachers’ Pension Scheme
To reflect the Government’s proposals for the reform of public service pension schemes, the Department proposed to introduce a system of tiered contributions in 2012-13.  
In developing the proposals, the Department worked closely with other public service schemes and HM Treasury to ensure that the design of contribution increases reflects the circumstances of the TPS membership. Consideration had been taken of the impact on different areas of the membership.
It was proposed within the consultation document that the contribution tier in which a member falls would be determined by reference to their full-time equivalent salary, e.g. a member with a working pattern of 50% with a FTE salary of £46,000 (actual pay £23,000) would pay a contribution of 8.0% of their salary in 2012-13.  The rationale for this approach is that it is a member’s FTE salary which is used to calculate their pension entitlement, and would apply to all previous full-time and part-time service.
The proposed tiers are designed to be consistent with the Government’s principles of protecting the low paid; introducing increased contributions in a way that is progressive; and reducing the risk of opt-outs.  TPS members are employed in a range of different settings. However, the majority are employed in maintained schools, where pay is set in accordance with the School Teachers’ Pay and Conditions Document.  The proposed tiers are therefore intended to reflect the different pay scales typically in use in maintained schools as a proxy for all TPS members, regardless of where they are employed.
The current member contribution rate is 6.4% of salary.  The proposed contribution rates for 2012-13, on which the Department consulted, are as follows;

	Lower Salary
	Higher Salary
	Contribution Rate in 2012-13
	Increase (against 6.4%)
	Membership
	% of member-ship 

	
	14,999
	6.4%
	0%
	1,400
	0.2%

	15,000
	25,999
	7.0%
	0.6%
	116,000
	17.1%

	26,000
	31,999
	7.3%
	0.9%
	117,000
	17.2%

	32,000
	39,999
	7.6%
	1.2%
	271,000
	39.6%

	40,000
	74,999
	8.0%
	1.6%
	172,000
	25.2%

	75,000
	111,999
	8.4%
	2.0%
	4,000
	0.6%

	112,000 
	
	8.8%
	2.4%
	600
	0.1%


Consultation response analysis

This report summarises the findings that have resulted from the public consultation on the proposed employee contribution increase to the TPS in financial year 2012-13. In total 1,765 responses were received to the seven questions. Respondents fell into the following categories;

	Teachers/Lecturers
	1,678

	Employers
	29

	Other 
	50

	Union
	8


A large number of responses from teachers used a template response (provided by their union) which set out their opposition to the contribution increase policy. However, their responses did not address the specific questions or comment on the contribution increase proposals and therefore these views were outside of the consultation remit. Where additional comments were added to the template responses these have been included within the consultation analysis.
Summary Responses to the seven questions
	Question 1 – Do the proposed tiered contributions meet the objectives set out by the Government in the Spending Review?  


There were 138 responses to this question.
Summary of responses

There was some support, including from Employer representatives, that the proposal meets the objectives.
The Employer representatives agreed that the proposals meet the Government’s objectives, although they recognised that any increase in contributions could potentially increase opt-out rates. They also point out that the contribution tiers did not take specific account of the pay structure of teachers working in London.

Conclusion


The purpose of the consultation was to seek views and evidence on whether the proposed contribution increases were consistent with the principles set out by the Government, and the administrative implications of the proposed changes. Some consultees argued that the increase in contributions may increase opt-out rates. However, the proposals are designed to provide a significant degree of protection to those on lower salaries to minimise opt-out risks and the position will be carefully monitored. 
The conclusion from the responses received, that are relevant to the specific questions, is that the Department’s proposed tiered contributions do meet the objectives set out by the Government in the Spending Review.
	Question 2 – Are there any consequences of the proposed contribution tiers that you consider have not been addressed?


There were 159 responses to this question.
Summary of responses

Four main areas were raised in response to this question. These, along with the DfE response, are shown below;
Issue






DfE Position

	Changes in contribution rates will increase opt-out rates.
	The contribution tiers are designed to ensure that those in the early stages of their career have the smallest increase in contribution rates. 

Guidance will be provided to ensure that members and employers are clear on the benefits that the scheme provides. This will ensure that employees make fully informed decisions about participation in the scheme.

	Progressive contribution increases will deter teachers from taking promotion opportunities. 


	The tiers have been designed to minimise the impact of the step changes in contribution rates and the Department does not consider that this will act as a barrier to career progression. For example, a classroom teacher earning £27,104 (Scale point 4) would contribute 7.3% of their salary (resulting in contributions of £1,979 in the year). If they were promoted to Deputy Headteacher earning (L1) £37,461 they would contribute 7.6% (resulting in contributions of £2,847 in the year). In this example, the salary will increase by over £10,000 per year and contributions will increase by £868 per year (these figures are before tax and tax relief). The increase in salary is significantly higher than the additional contributions that they would be required to make and therefore is unlikely to deter career progression.

	The contribution tiers do not take account of increased salaries in London.


	The contribution tiers have been based on the pay structure for the majority of teachers in maintained schools. This means that teachers in London whose salaries are higher may have a slightly higher contribution rate than teachers located outside of the capital. However, provided the member remains in London their pension benefits will be based on a higher salary.

	The proposed contribution tiers are not consistent with the tax bands, for example the contribution tier £40,000 - £74,999 covers the higher tax threshold.

	This approach was considered (i.e. contribution tiers matching tax bands). However, it was concluded that it was inappropriate for the TPS because this would result in contribution tiering which is not representative of the career paths for the majority of teachers, which is the principle on which the proposed contribution tiers have been constructed.



Conclusion


A number of issues were raised and these have been considered in light of the principles behind the proposed contribution tiers. The Department’s proposals were designed to mitigate against the risks identified above, nevertheless the position will be carefully monitored and any lessons learned will inform the position in future years.
	Question 3 – Do you consider that there are equality issues that will result in any individual groups being disproportionately affected by the proposed contribution tiering? If so, what do you consider to be the disproportionate effect?


There were 146 responses to this question.
Summary of responses

There were three main areas where comments were provided. These, along with the DfE response, are shown below;
Issue






DfE Position

	Contribution tiers will be based on Full-Time Equivalent (FTE) salaries and therefore there will be a disproportionate affect on part-time staff. This leads to an equality concern as a high proportion of part-time teachers are female.

	The majority of responses acknowledged that they understood the rationale that FTE pension benefits are awarded on a FTE basis and therefore contributions should similarly be based on FTE salary. In a final salary scheme, FTE is justifiable because it is used for calculating benefits on total service. Most TPS members have significantly more full-time service than part-time service. The potential equalities implications have been considered fully and are reflected in an Equality Impact Assessment.

	Teachers living in London or the fringe areas will be disproportionately affected because their salary bands are higher than those for teachers in other parts of the country.


	The DfE position is shown in response to Question 2.

	The proposals will unfairly impact on teachers in senior posts because they are being asked to pay more but don’t get higher benefits in return.
	The contribution rates are reasonable and proportionate, consistent with the Government’s objective to ensure the increase is progressive and protects the lower paid. More senior teachers will be advantaged from the way that significant salary progression is more beneficial in a final salary scheme.


Conclusion

The Department has completed an Equality Impact Assessment, which includes the feedback to the consultation exercise. The Assessment has concluded that the contribution increase proposals represent a reasonable and proportionate means of achieving the Government’s objectives.  
	Question 4 – Two alternative proposals have been provided to calculate the FTE salary to set the contribution rate. Which alternative do you consider effectively balances equity, fairness and administration considerations?  Do you propose an alternative method?


	Option 1 
To ensure that members understand how tiered contribution rates operate, the first proposal is that the contribution rate applicable for the year will be set at the beginning of the year and, subject to significant salary-increases or decreases, would remain throughout 2012-13.  It is proposed that an individual member's contribution rate would be set using their FTE salary as at 31 March 2012. i.e. if a member is earning £30,000 on that date their contribution rate would be 7.3% of their actual salary each month of the following year. 

Option 2
The Department recognises that in most cases teachers' pay progression, as well as career moves, takes place in September and setting the FTE salary level at 31 March may not be appropriate. The alternative is to make contribution payments based on the salary within that month (on a pro-rata basis).




There were 149 responses to this question.
Summary of responses

The majority view was that Option 2 represents the fairer approach. Teacher unions pointed out that setting the contribution rate based on salary at the beginning of the year could potentially result in teachers on the same salary paying different contribution rates. This could occur if a teacher was promoted after the contribution rate was set, which is clearly inequitable. Some employers raised concerns that Option 2 would be administratively more difficult to implement and this was also recognised by some unions. 
Conclusion
The Department considers that the fairer option should be implemented, provided there are no prohibitive administrative issues. The Department recognises that this could be administratively more complex for some employers depending on the payroll systems they use. However we have been assured by Employer representatives that option 2 is realistic. The Department therefore concludes that option 2 should be implemented to calculate the appropriate contribution tiers. 

	Question 5 – From an administration perspective, do you consider that seven tiers are administratively appropriate? If not, what alternative do you propose?


There were 128 responses to this question.
There was general support from unions and employers that seven tiers is administratively appropriate, however, some smaller employers did point out that any increases in the number of contribution tiers would create additional administration costs.
Conclusion

No evidence was presented that seven tiers would be too complex and the Department has therefore concluded that seven tiers are appropriate.
	Question 6 – If the contribution rate is set for each year, do you think it would be appropriate to review this for significant changes in salary?  If so, what threshold should be used?


There were 135 responses to this question.
Summary of responses
The majority view in response to question 4 was that option 2 should be the method by which the contribution tiers are set, i.e. calculated based on a member’s monthly pay. The Department agrees with this proposal.
This means that Question 6 is no longer relevant as it is concerned with option 1 of question 4. The following briefly outlines responses but no DfE response or conclusion is provided.

Of the responses received it was agreed that if option 1 (to question 4) was chosen then reviewing significant salary increases would be appropriate. Increases of £6,000 or 10% (whichever is greater) was suggested. (This would be consistent to the current scheme provision for assessing pay increases for the purposes of the average salary calculation.) 
General consensus is that, if option 1 to question 4 was chosen, the contribution rates should be set based on salaries in September.  
	Question 7 – Do you consider that the Department’s proposals for determining the contribution rate for new staff, those with multiple-employment or those returning to the scheme are appropriate?


There were 128 responses to this question.
Summary of responses

There was general support that the proposals are appropriate for new staff, those returning to the scheme and those with multiple employment, particularly from employer representatives and unions. Unions pointed out that there is a need for further clarification about how this will work for new staff or those returning to the scheme.
Conclusion

There was support for the process described within the consultation document but it is apparent that strong and clear guidance must be provided by the Department to ensure that employers are able to implement these proposals effectively. High quality information must also be provided to ensure that members are fully informed. The Department concludes from the consultation that the proposals for determining the contribution rate for new staff, those with multiple-employment and those returning to the scheme are appropriate.
Summary of conclusions
The majority of responses, including those from members using the union template, provided opposition to the policy of increasing pension contributions within the public sector schemes. The above shows the number of responses relevant to each question, which demonstrates that the direct responses were low, compared to the total volume of comments received.
From the responses received, (that were within the remit of the consultation), the Department has concluded that the proposals contained within the consultation document are reasonable and meet the objectives. Where concerns were raised, the Department has provided responses.
Next Steps
Appropriate changes will be made to The Teachers’ Pensions Regulations 2010 to enable the employee contribution increase to be implemented for 2012-13.
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