


«NAME_AND_ADDRESS»
Direct line: 01325 392236

Local fax: 01325 392212            

 3 September 2002

Dear «SALUTATION»
Teachers’ Pension Scheme: Amendments To The Teachers’ Pensions Regulations 1997
I am writing to seek comments from you and the other organisations listed at Annex A on the provisions of the Teachers’ Pensions (Amendment) Regulations 2002.  These regulations amend the Teachers’ Pensions Regulations 1997 to provide for changes to the valuation methodology for the Teachers’ Pension Scheme.  The changes are explained in detail in the attached background note at Annex B.  It is proposed that the regulations will come into effect in December 2002.
Comments on the draft regulations should be made in writing by 8 November 2002.  Comments should be addressed to, and further information is available from:-

Richard Symms

Pensions and Medical Fitness Team

Department for Education and Skills

2nd Floor, Area E

Mowden Hall

Darlington

DL3 9BG

e-mail:  richard.symms@dfes.gsi.gov.uk
Telephone:  01325 391315

A copy of the draft amending regulations is enclosed.  For ease of reference, a full version of regulations G2, G3, G4 and G5 showing in bold type the changes arising from these amending regulations is also enclosed.

Unless we are asked specifically to treat a response as confidential, the Department may wish to publish in due course the responses to this consultation or deposit them in the libraries of the Houses of Parliament or the Department’s library.

«END_SALUTATION»
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PAUL BLEASDALE

School Workforce Unit

Encs

ANNEX A

Copies to:

Association of Teachers and Lecturers

Association of University Teachers

National Association of Educational Advisers, 

   Inspectors and Consultants

National Association of Head Teachers

National Association of Schoolmasters/Union of 

   Women Teachers

National Association of Teachers in Further and 

   Higher Education

National Association of the Teachers of Wales

National Union of Teachers

Professional Association of Teachers

Secondary Heads' Association

Association of Chief Education Officers

Association of London Government

Confederation of Education Service Managers 

Local Government Association

Association of Foundation and Aided Schools

Association of Heads of Foundation and Aided   

   Schools

City Technology Colleges Chairmen's Forum

City Technology Colleges Principals' Forum

Foundation and Voluntary Aided Schools’ 

   Association

Girls' Schools Association

Girls’ Day School Trust

Headmasters’ and Headmistress’ Conference

Independent Association of Preparatory Schools

Independent Schools Association

Independent Schools Bursars’ Association 

Independent Schools Council

National Association for Education in Art and 

   Design

National Association of Foundation and Aided 

   Primary Schools

National Bursars’ Association

Society of Headmasters and Headmistresses of 

   Independent Schools

Technology Colleges Trust 


Association for College Management

Governing Bodies' Association 

Governing Bodies of Girls’ Schools Association

Governors of Wales

Independent Institution for School and College

   Governors

National Association of Governors and Managers

National Employers’ Organisation for School 

   Teachers 

National Governors’ Council

Association of Colleges

Association of Principals of Colleges

Committee of University Chairs

FFORWM

MSF

Sixth Form Colleges Employers' Forum Ltd

Standing Conference of Principals

University and Colleges Employers' Association

Agency for Jewish Education

Catholic Education Service

Church of England Board of Education

Free Church Federal Council Education 

   Committee

Methodist Church Division of Education

Cabinet Office

Department for Work and Pensions

Department of Health

Government Actuary's Department

Higher Education Funding Council for England

HM Treasury

Home Office

Learning and Skills Council

Lord Chancellor’s Department

LSCPD – Learning Quality and Delivery Group

Ministry of Defence

National Assembly for Wales

NHS Pensions Agency

Occupational Pensions Regulatory Authority

Office of the Deputy Prime Minister

IR Savings, Pensions, Share Schemes

School Teachers’ Review Body

Scottish Public Pensions Agency

Teacher Training Agency

Teachers’ Superannuation Working Party

The Northern Ireland Department of Education

Welsh Funding Councils

Welsh Joint Education Committee

ANNEX B

TEACHERS’ PENSION SCHEME

2001 SCHEME VALUATION AND THE EMPLOYER CONTRIBUTION RATE
Background
1. Currently teachers contribute 6% and employers 8.35% of salary into the scheme.  Those contributions are paid to help to finance current pension payments, but are deemed to be invested in a notional fund.  The notional fund is valued, at least every 5 years, by the Government Actuary.  At each valuation, the value of the scheme liabilities is compared with the assets in the notional fund and the Government Actuary recommends a contribution rate which would have the effect of removing any scheme surplus or deficiency over a 15 year period.  The teachers’ contribution rate of 6% has remained constant; it is the employer rate which has varied.

2. Until and including the last valuation carried out as at 31 March 1996, income from contributions was deemed to be invested in Government Stocks.  Also, up to and including that valuation, the cost of pensions increases was met from the Teachers’ Pensions Estimate but was not covered by contributions. 

3. From the current valuation, carried out as at 31 March 2001, two changes in methodology were to take place.  Firstly, employer contributions would cover the costs of pensions increases.  Secondly, the notional fund would be deemed to have delivered the average rate of return achieved by the largest invested pension funds.  The precise wording in the regulations is that the notional investment income is “an amount determined by the Government Actuary and derived by multiplying the balance on the account from time to time by the estimated percentage return …… on the total invested assets of relevant pension funds in the United Kingdom” (regulation G2(5) of the Teachers’ Pension Regulations 1997).

Change to valuation methodology
4. However linking investment returns to stock market performance of notional assets is unlikely to produce a stable assessment of the cost of providing public service pensions, particularly over the short to medium term, or reflect the risks and costs to government of financing the pensions in payment. The Government wishes to reflect those costs more appropriately, remove the financial uncertainty about the performance of notional assets, and provide greater stability in employer contribution rates. It is therefore proposed that, instead of tracking the returns of invested pension funds, the method of crediting investment returns to the notional fund should be based on a rate of return which the Government Actuary advises as being appropriate for the valuation of a public service pension scheme. For the purpose of the current valuation, the Government Actuary will use a real rate of return of 3.5% per annum (that is 3.5% above the rate of inflation). The Government Actuary will perform the current (2001 based) valuation reflecting the new methodology as closely as possible. The new methodology, known as SCAPE (Superannuation Contributions Adjusted for Past Experience) will be introduced fully for future valuations.

5. For the purpose of the 2001 valuation, the liabilities of the scheme will be valued including pensions increases.  However, rather than using the SCAPE methodology to value assets (which would require retrospective adjustments to the accounts from the start of the valuation period on 1 April 1996) the assets in the notional fund at 31 March 2001 will be set so that the scheme is in balance (i.e. assets equal to liabilities).  The new contribution rate advised by the Government Actuary in his valuation report will take effect from 1 April 2003.

6. For the next valuation the SCAPE methodology will be applied for the entire valuation period (starting at 1 April 2001) and will be reflected in the balance of the account at the next valuation date.  The Government Actuary has advised that the valuation methodology automatically takes into account the fact that the recommended contribution rate from the 2001 valuation will not be implemented until 1 April 2003.  As this will be allowed for in setting the assets at the current valuation as at 31 March 2001, no further adjustments will be required at subsequent valuations.

7.  The frequency of valuations is agreed between the Secretary of State and Treasury.  To accord with the requirements of Accounting Standards and Government Spending reviews there would be four yearly valuation periods to set contribution rates and interim two yearly reviews to update aspects such as the assessment of liabilities on the balance sheet.  To support a move to the four yearly cycle, the next full valuation may be undertaken as at 31 March 2004.

Increase in the Employer Contribution Rate
8. The Government Actuary will produce a report on the 2001 scheme valuation at the end of this year.  The exact employer contribution rate that will be implemented from 1 April 2003 will not be known until the Government Actuary has produced his valuation report.  We do know, however, that the employer contribution will rise significantly because the contribution rate set at the valuation will for the first time include the cost of pensions increases as well as taking account of developments since the 1996 valuation such as changes in assumptions about mortality.  

9. The Government Actuary has carried out a preliminary assessment of the likely outcome of the current valuation of the teachers’ pension scheme including pensions increases. The Government Actuary has estimated that an employer contribution rate  allowing for the change to the SCAPE methodology and the inclusion of the costs of pensions increase is likely to be around 13.1%, an increase of 4.75% on the current employer contribution rate of 8.35%.  However, the likelihood is that the actual employer contribution rate will increase above the 13.1% figure as a result of demographic changes since the 1996 valuation.  This likelihood is one of the pressures taken into account in the 2002 Spending Review settlement for education. 
10. The cost of the benefits payable from the Teachers’ Pension Scheme is met from 3 sources – the 6% of salary paid by individual teachers, the employers’ contribution and the balance by the Exchequer.  Bringing the cost of pensions increases into the valuation calculation does not alter the overall cost of the scheme.  It does, however, alter the balance between the amount paid by the employers and the balance of the total cost that is met by the pensions vote.   To recognise this and help employers who are funded from the public purse meet the cost of higher employer contributions, the Government has decided to add to the Spending Review education settlement an amount reflecting the 4.75% change.  This means there will be a corresponding reduction in the net pension cost financed by the Exchequer. Further details of what this will mean for employers in the schools, HE and FE sectors will be explained before details of the provisional local government finance allocations are announced in late autumn and the final arrangements for the new scheme will be determined at the same time as those allocations are finalised in January 2003. 

11. The change to the SCAPE approach will require some amendments to the Teachers’ Pension Regulations 1997.  A draft of the amending regulations is attached.

Summary

12. It has been a legal requirement since 1997 that Scheme contributions set by the 2001 valuation will take account of the costs of pensions increases as well as changes in experience and assumptions since the 1996 valuation.  This is likely to increase the employer contribution from 8.35% to a figure in the 13-14% range.

13. The previously agreed methodology, including the credit of notional investment income as if the scheme was invested in the same way as a typical large funded pension scheme, is not likely to deliver the cost stability required, particularly over the short to medium term; and would expose employers to investment risks which did not reflect the way in which teachers’ pensions are financed.

14. A package has been agreed comprising an alternative funding methodology together with agreement from HM Treasury to fund higher employer contributions caused by including the costs of pensions increases, but the additional funding will apply only to employers funded from the public purse.

15. The new methodology will remove the possibility of surplus or deficit arising from the notional investment arrangements.  This will apply to the current (2001 based) valuation, as the assets in the notional fund at 31 March 2001 are to be set equal to liabilities, so that there is no surplus or deficit from any source.  The employer contribution rate arising from valuations of the scheme will still reflect changes in the scheme’s benefit structure, demographic changes, and, for future valuations, surpluses or deficits arising from differences between actuarial assumptions and actual experience.  However the possibility that demographic or benefit structure changes will lead to increases in the employer contribution rate determined at the 2001 valuation has been taken into account in the 2002 Spending Review settlement for education.

DfES

September 2002

ANNEX 1

THE TEACHERS’ PENSIONS (AMENDMENT) REGULATIONS 2002

This shows the proposed amendments (identified in bold italics)

 to regulations G2 to G5 of the principal Regulations

Receipts etc. to be credited

     G2.  - (1) Employees' and employers' contributions received during the financial year are to be credited to the account.

    (2) Employees' contributions comprise - 

(a) all contributions payable under regulations C3(1) and (3), C4, C5, C6, C8, C11 and paragraph 36 of Schedule 10,

(b) so much of the contributions payable by services education officers under regulation C3(2) as falls within regulation C3(2)(a),

(c) so much of any additional contributions payable under regulation C9 and C10 as would have been payable under regulation C3(1) if pensionable employments had continued, and

(d) all amounts payable under regulations C16 and C17 (return of repaid contributions).

    (3) Employers' contributions comprise - 

(a) the contributions payable under regulations G5, G6 and G8,

(b) so much of the contributions payable by services education officers under regulation C3(2) as falls within regulation C3(2)(b), and

(c) so much of any additional contributions payable under regulation C9 and C10 as would have been payable under regulation G5 if pensionable employments had continued.

    (4) There are also to be credited to the account - 

(a) subject to sub-paragraph (aa), the closing balance in the account for the preceding financial year,

(aa) the closing balance in the account for the financial year ending on 31st March 2001 shall be the amount mentioned in regulation G4(5A),

(b) all transfer values accepted under regulation F4 and additional transfer values under regulation D6 of the 1988 Regulations (which continues to have effect by virtue of paragraph 12 of Schedule 15 despite the revocation of the 1988 Regulations) received during the financial year,

(c) all contributions equivalent premiums refunded, or recovered under section 61 of the 1993 Act, during the financial year,

(d) any interest and other payments under these Regulations received during the financial year, and

(e) the notional investment income for the financial year on the balance in the account.

    (5) For the purposes of paragraph (4)(e), the notional investment income for the financial years commencing on or after 1st April 2001 is an amount determined by the Government Actuary and derived by multiplying the balance on the account from time to time by the estimated percentage return as specified from time to time by the Government Actuary.

Payments to be debited

     G3. There are to be debited to the account all sums paid during the financial year by way of - 

(a) benefits under Part E, so far as not attributable to service before 1st June 1922,

(b) payments under paragraph 12 of Schedule 10 (equivalent pension benefits),

(c) repayment of contributions (including interest) under regulations C12 and C14,

(d) transfer values under regulation F1, additional transfer values under regulation F2 of the 1988 Regulations (war service) (which continues to have effect by virtue of paragraph 17 of Schedule 15 despite the revocation of the 1988 Regulations) and transfer values under Chapter IV of Part IV of the 1993 Act.

(e) contributions equivalent premiums, and

(f) increases payable under the Pensions (Increase) Act 1971
.

Actuarial inquiries

     G4
. (1) The Government Actuary shall, from time to time, make an actuarial inquiry reporting on the position in relation to the account as at the date determined in relation to the inquiry by the Secretary of State (“the inquiry reference date”).


(1A)  In making a determination under paragraph (1) the Secretary of State shall secure that-

(a)  the inquiry reference date for the first inquiry is no later than 3lst March 2001;  and

(b)  the inquiry reference date for each subsequent inquiry is no later than 5 years after the inquiry reference date for the previous inquiry”.


    (2)
 The Government Actuary shall make a report on the inquiry to the Secretary of State as soon as practicable after the inquiry reference date and the Secretary of State shall lay the report before each House of Parliament.

    (3)
 The report is to specify the percentage of the contributable salaries of persons entering pensionable employment on the day after the inquiry reference date at which contributions should be paid, during the period beginning and ending on days (following the date of the report) determined by the Secretary of State (“the relevant period”) so as to defray the cost of the payments of the kinds described in regulation G3(a) to (f) that are likely to be made in respect of them.

    (4) The report is to state the amount by which, at the end of the financial year in question, the amount of the scheme assets exceeded or fell short of that of the scheme liabilities.

    (5) The scheme assets are - 

(a) the value of the employees' contributions receivable after the end of the financial year in respect of persons who at the end of that year were or had been in pensionable employment,

(b) the value of employers' contributions in respect of such persons receivable after the end of the financial year, except any such supplementary contributions as are mentioned in paragraph (7),

(c) the value of payments that would fall to be credited under regulation G2(4)(d) and (e) to the accounts for subsequent financial years, and

(d) subject to paragraph (5A), the actuarial value at the end of the financial year in question of the balance in the account.

    (5A) For the purposes of the first actuarial inquiry, the actuarial value at 31st March 2001 of the balance in the account shall be the amount which results in the scheme assets equalling the scheme liabilities.

    (6) The scheme liabilities are the payments to be made under these Regulations and in respect of pension increases under the Pensions (Increase) Act 1971 after the end of the financial year in question in respect of persons who at the end of that year were or had been in pensionable employment, except payments attributable to service before 1st June 1922.


    (7)
 If the report states that the amount of the scheme liabilities exceeded that of the scheme assets, it is to specify a rate (expressed as a percentage) at which, during the relevant period, supplementary contributions should be paid by employers of persons in pensionable employment so as to remove the deficiency within the period of 15 years beginning on the first day of the relevant period.

    (8)
 If the report states that the amount of the scheme assets exceeded that of the scheme liabilities, it is to specify a rate (expressed as a percentage) at which, during the relevant period, the employers of persons in pensionable employment should receive a contribution rebate so as to remove the surplus within the period of 15 years beginning on the first day of the relevant period.

    (9) The rate referred to in paragraphs (7) and (8) is to be expressed as a percentage of the contributable salaries from time to time of persons in pensionable employment; the percentage must either be or be a multiple of 0.05.

    (9A)
  Any determination made by the Secretary of State for the purpose of this regulation shall be made with the consent of the Treasury.

    (10) In this regulation "employees' contributions" and "employers' contributions" are to be construed in accordance with regulation G2(2) and (3) respectively.

Employers' contributions

     G5.  - (1) Subject to paragraph (3), the employer of a person in pensionable employment, other than a services education officer, is during every relevant period to pay contributions of the required percentage of his contributable salary for the time being.

    (2)
 The required percentage for every relevant period beginning with the relevant period starting on the 1st April 2003, is ((A - 6) + (B - C) (“+0.2” deleted by regulation 5(3) of the Teachers’ Pensions (Amendment) Regulations 2002) or, if the result would be less than zero, zero, where - 

A 
is the percentage specified for the relevant period under regulation G4(3),

B 
is any percentage specified for the relevant period under regulation G4(7) and (9); and

C 
is any percentage specified for the relevant period under regulation G4(8) and (9).

    (3) Paragraph 9 of Schedule 15 has effect for the purpose of determining the required percentage for relevant periods before that referred to in paragraph (2) above.

    (4) No contributions are to be paid in respect of any person to whom regulation E32(2)(a) (restriction of reckonable service to 45 years) has become applicable.

    (5) For the purposes of this regulation - 

(a) 
 a local education authority is deemed to be the employer of every person employed in or in connection with a school maintained by it, other than of a person who is in the employment of an employment business, and

(b) "relevant period" is to be construed in accordance with regulation G4(3).

    (6)
 In this regulation "employment business" has the meaning assigned to it by section 13(3) of the Employment Agencies Act 1973
.

DRAFT 4 – 7 AUGUST 2002

STATUTORY INSTRUMENTS

2002 No. [   ]

education, england and wales

The Teachers’ Pensions (Amendment) Regulations 2002

Made
-
-
-
-
[       ]
Laid before Parliament
[       ]
Coming into force
-
-
[       ]
The Secretary of State, in exercise of the powers conferred by sections 9 and 12 of, and Schedule 3 to, the Superannuation Act 1972(
), after consulting with representatives of the local education authorities, teachers and other persons likely to be affected in accordance with section 9(5) of that Act, and with the consent of the Treasury(
), hereby make the following Regulations:

Citation and commencement

1.  These Regulations may be cited as the Teachers’ Pensions (Amendment) Regulations 2002 and shall come into force on [    ].

Amendment of the Teachers’ Pensions Regulations 1997

2.  The Teachers’ Pensions Regulations 1997(
) shall be amended in accordance with regulations 3 to 5.

3. — LISTNUM "seq1"  Regulation G2 shall be amended as follows.

(1) At the beginning of paragraph (4)(a) insert “subject to sub-paragraph (aa),”.

(2) After paragraph (4)(a) insert the following new sub-paragraph—

 SYMBOL 147 \* MERGEFORMAT (aa)
the closing balance in the account for the financial year ending on 31st March 2001 shall be the amount mentioned in regulation G4(5A), SYMBOL 148 \* MERGEFORMAT . 

(3) For paragraph (5) there shall be substituted the following—

 SYMBOL 147 \* MERGEFORMAT (5) For the purposes of paragraph (4)(e), the notional investment income for the financial years commencing on or after 1st April 2001 is an amount determined by the Government Actuary and derived by multiplying the balance on the account from time to time by the estimated percentage return as specified from time to time by the Government Actuary. SYMBOL 148 \* MERGEFORMAT .

4. — LISTNUM "seq1"  Regulation G4 shall be amended as follows.

(1) At the beginning of paragraph (5)(d) insert “subject to paragraph (5A),”.

(2) After paragraph (5) insert the following new paragraph—

 SYMBOL 147 \* MERGEFORMAT (5A) For the purposes of the first actuarial inquiry, the actuarial value at 31st March 2001 of the balance in the account shall be the amount which results in the scheme assets equalling the scheme liabilities. SYMBOL 148 \* MERGEFORMAT .

5. — LISTNUM "seq1"  Regulation G5 shall be amended as follows.

(1) In paragraph (2) “2000” shall be substituted  by “2003”.

(2) In paragraph (2) “+ 0.2” shall be omitted.

Name
Minister of State

Date
Department for Education and Skills

We consent
Name

Name
Date
Two of the Lords Commissioners of Her Majesty’s Treasury

EXPLANATORY NOTE

(This note is not part of the Regulations)

[To be drafted when draft finalised]

� 	1971 c.56


� 	paragraphs (1) and (1A) replaced paragraph (1) (regulation 4(a) of SI 1999/607).


� 	Paragraph (2) was amended by regulation 4(b) of SI 1999/607.


� 	Paragraph (3) was substituted by regulation 4(c) of SI 1999/607.


� 	Paragraph (7) was amended by regulation 4(d) of SI 1999/607.


� 	Paragraph (8) was amended by regulation 4(d) of SI 1999/607.


� 	Paragraph (9A) was inserted by regulation 4(e) of SI 1999/607.


� 	Paragraph (2) was amended by regulation 5 of SI 1999/607 and regulation 31 of SI2000/655.


� 	(ceased, through regulation 9 of SI 1998/2255, to have effect from 1.9.98)


� 	(ceased, through regulation 9 of SI 1998/2255, to have effect from 1.9.98)


� 	1973 c.35


(�)	1972 c.11; section 9 was amended by sections 4, 8 and 11 of the Pensions (Miscellaneous Provisions) Act 1990 (c.7), section 190 of, and Schedule 8 to, the Pension Schemes Act 1993 (c.[ ]) and S.I. 2001/3649; section 12 was amended by section 10 of the Pensions (Miscellaneous Provisions) Act 1990.


(�)	See S.I. 1981/1670.


(�)	S.I. 1997/3001, amended by S.I. 1998/2255, S.I. 1999/607, S.I. 2000/665, S.I. 2000/2431, S.I. 2000/3028 and S.I. 2001/871.
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