
THE INDEPENDENT SCHOOLS’ PENSION SCHEME

PENSION OBLIGATIONS DISCLOSURE NOTE AUGUST 2011
1. [Insert Employer Name] participates in The Independent Schools’ Pension Scheme (‘the Scheme’), which is a funded multi-employer defined benefit scheme. The Scheme is  contracted-out of the State scheme.
2. There are three benefit structures available, namely:
a. Final salary with a 1/60th accrual rate.

b. Final salary with a 1/80th accrual rate.

c. Career average revalued earnings with an 1/80th accrual rate.
3. An employer can elect to operate different benefit structures for different categories of staff.


4. [Xxx] has elected to operate the [insert benefit structure, i.e. final salary with a 1/60th accrual rate, final salary with a 1/80th accrual rate or career average revalued earnings with an 1/80th accrual rate] benefit structure for Category [xxx] members as at [insert date] and the [insert benefit structure, i.e. final salary with a 1/80th accrual rate, final salary with a 1/80th accrual rate or career average revalued earnings with an 1/80th accrual rate] benefit structure for Category [yyy] from [insert date] 1.
5. The Trustee commissions an actuarial valuation of the Scheme every three years. The main purpose of the valuation is to determine the financial position of the Scheme in order to determine the level of future contributions required, in respect of each benefit structure, so that the Scheme can meet its pension obligations as they fall due. 
6. The actuarial valuation assesses whether the Scheme’s assets at the valuation date are likely to be sufficient to pay the pension benefits accrued by members as at the valuation date. Asset values are calculated by reference to market levels.  Accrued pension benefits are valued by discounting expected future benefit payments using a discount rate calculated by reference to the expected future investment returns.
7. During the accounting period [Xxx] paid a joint contribution rate of [xx.x%]2 comprising employer contributions of [y.y%]2 and member contributions of [z.z%]2
8. As at the balance sheet date there were [nnnn]3 active members of the Scheme employed by [Xxx].  [Xxx] continues to offer membership of the Scheme to its employees.
9. It is not possible in the normal course of events to identify on a consistent and reasonable basis the share of underlying assets and liabilities belonging to individual participating employers.  This is because the Scheme is a multi-employer scheme where the Scheme assets are co-mingled for investment purposes and benefits are paid from the total Scheme assets. Accordingly, due to the nature of the Scheme, the accounting charge for the period under FRS17 represents the employer contribution payable.
10. The last formal valuation of the Scheme was performed as at 30 September 2008 by a professionally qualified actuary using the Projected Unit Method. The market value of the Scheme’s assets at the valuation date was £77.4 million. The valuation revealed a shortfall of assets compared with the value of liabilities of £25.3 million, equivalent to a past service funding level of 75%.
11. The Scheme Actuary has prepared an Actuarial Report that provides an approximate update on the funding position of the Scheme as at 30 September 2010. Such a report is required by legislation for years in which a full actuarial valuation is not carried out. The funding update revealed an increase in the assets of the Scheme to £111.9 million and indicated an increase in the shortfall of assets compared to liabilities to approximately £28.5 million, equivalent to a past service funding level of 79.7%.  Annual funding updates of the Scheme are carried out using approximate actuarial techniques rather than member by member calculations, and will therefore not produce the same results as a full actuarial valuation. However, they will provide a good indication of the financial progress of the Scheme since the last full valuation.  
12. Since the contribution rates payable to the Scheme have been determined by reference to the last full actuarial valuation the following notes relate to the formal actuarial valuation as at 30 September 2008.  
13. The financial assumptions underlying the valuation as at 30 September 2008 were as follows:
	
	% p.a.

	Investment return pre retirement

	7.6

	Investment return post retirement – non pensioner
	5.2

	Investment return post retirement - pensioner
	5.7

	Rate of salary increase
	3.7


	Pension Increases
	% p.a.

	Limited price indexation (5% cap)

	3.0

	Limited price indexation (3% cap)
	2.6

	Limited price indexation (2.5% cap)
	2.3

	Rate of price inflation

	3.2


14. The valuation was carried out using the SAPS (Self Administered Pension Schemes) all pensioners, year of birth, mortality table using the Long Cohort projection with a minimum 1% p.a. improvement. The table below illustrates the assumed life expectancy in years for pension scheme members at age 65 using these mortality assumptions:
	
	Males
	Females

	
	Assumed life expectancy in years at age 65
	Assumed life expectancy in years at age 65

	Non- pensioners
	24.4
	27.0

	Pensioners
	22.3
	25.0


15. The long-term joint contribution rates required from employers and members to meet the cost of future benefit accrual were assessed at:
	Benefit structure
	Long-term joint contribution rate

(% of pensionable salaries)

	Final salary with a 1/60th accrual rate
	20.6

	Final salary with a 1/80th accrual rate
	16.3

	Career average revalued earnings with a 1/80th accrual rate
	Employer: 10.0

Member: Age-related (age divided by 10)


16. If an actuarial valuation reveals a shortfall of assets compared to liabilities the Trustee must prepare a recovery plan setting out the steps to be taken to make up the shortfall.
17. Following consideration of the results of the actuarial valuation it was agreed that the shortfall of £25.3 million would be dealt with by the payment of deficit contributions of 3.9% of pensionable salaries from 1 September 2010 to 31 March 2018 (3.5% for the Career Average Revalued Earnings benefit structures. These deficit contributions are in addition to the long-term joint contribution rates set out in the table above.
18. The employer and employee contribution rates for [Xxx] are [x.x%] to [x.x%] and [y.y%] to [y.y%] of pensionable salaries respectively.
19. Employers that participate in the Scheme on a non-contributory basis pay a joint contribution rate (i.e. a combined employer and employee rate). 
20. Employers that have closed the Scheme to new entrants are required to pay an additional employer contribution loading of 5.0% to reflect the higher costs of a closed arrangement.
21. A small number of employers are required to contribute at a different rate to reflect the amortisation of a surplus or deficit on the transfer of assets and past service liabilities from another pension scheme into The Independent Schools’ Pension Scheme.
22. New employers joining the Scheme pay contributions at the joint future service contribution rate. This rate is reviewed at each valuation and applies until the second valuation after the date of joining the Scheme, at which point the standard employer contribution rate is payable.
23. New employers also pay an additional age loading if the average age of their members is higher than the average age of the Scheme membership. This loading applies from the date the employer joins the Scheme to the date of the second actuarial valuation of the Scheme following the date of joining, or such earlier date as agreed between The Independent Schools’ Pension Scheme Pensions Committee and the Scheme Actuary.
24. If the valuation assumptions are borne out in practice this pattern of contributions should be sufficient to eliminate the past service deficit, on an ongoing funding basis, by 31 March 2018.
25. A copy of the recovery plan, setting out the level of deficit contributions payable and the period for which they will be payable, must be sent to The Pensions Regulator. The Regulator has the power under Part 3 of the Pensions Act 2004 to issue scheme funding directions where it believes that the actuarial valuation assumptions and / or recovery plan are inappropriate. For example the Regulator could require that the Trustee strengthens the actuarial assumptions (which would increase the scheme liabilities and hence impact on the recovery plan) or impose a schedule of contributions on the Scheme (which would effectively amend the terms of the recovery plan).  In relation to the 30 September 2008 valuation, the Regulator has confirmed that he does not intend to take any Scheme  
Funding Action. 
26. The next full actuarial valuation will be carried out as at 30 September 2011.  
27. Following a change in legislation in September 2005 there is a potential debt on the employer that could be levied by the Trustee of the Scheme. The debt is due in the event of the employer ceasing to participate in the Scheme or the Scheme winding up.
28. The debt for the Scheme as a whole is calculated by comparing the liabilities for the Scheme (calculated on a buy-out basis i.e. the cost of securing benefits by purchasing annuity policies from an insurer, plus an allowance for expenses) with the assets of the Scheme.  If the liabilities exceed assets there is a buy-out debt.
29. The leaving employer’s share of the buy-out debt is the proportion of the Scheme’s liability attributable to employment with the leaving employer compared to the total amount of the Scheme’s liabilities (relating to employment with all the currently participating employers). The leaving employer’s debt therefore includes a share of any ‘orphan’ liabilities in respect of previously participating employers. The amount of the debt therefore depends on many factors including total Scheme liabilities, Scheme investment performance, the liabilities in respect of current and former employees of the employer, financial conditions at the time of the cessation event and the insurance buy-out market. The amounts of debt can therefore be volatile over time.
Conditional paragraph 4 – potential employer debt is treated as a contingent liability

30. [Xxx] has been notified by The Pensions Trust of the estimated employer debt on withdrawal from The Independent Schools’ Pension Scheme based on the financial position of the Scheme as at 30 September 2008.  As of this date the estimated employer debt for [Xxx] was [£yyy].
Conditional paragraph 4 – provision is made for the potential employer debt
31. [Xxx] has provided for the potential employer debt on withdrawal from The Independent Schools’ Pension Scheme.

(Insert reason. For example, the employer has closed the Scheme to new entrants and expects to withdraw from the Scheme in the near future.)

	
	£
	Note

	
	
	

	Provision at start of accounting period
	x
	

	
	
	

	Provision made (reversed) in the period
	x / (x)
	A

	
	
	

	Provision utilised
	(x)
	B

	
	
	

	Provision at end of accounting period
	x
	


Notes

A
The provision should be reviewed at each balance sheet date and adjusted to reflect the current best estimate of the amount required to settle the potential liability.

B
The provision can only be utilised once, i.e. on the withdrawal of the employer from the Scheme.

1 Xxxx to update based benefit structure options offered to employees.


2 Insert the rate or range of rates paid in the period.


3 Insert number of active members.





4 Use paragraph 31 if employer debt is treated as a contingent liability and paragraph 32 if provision is made for the employer debt.   





                                                                                                                                                                                                                                                                                                                                                                                                                                                    





