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From September 2019 the contributions that schools are required to make for their staff 

in the Teachers’ Pension Scheme (TPS) increased dramatically. This has prompted many 

independent schools to take a fresh look at the way they provide pension benefits to 

teaching staff, with consideration being given to what is in the best interests of the school, 

pupils, parents and teachers.

In this briefing note for school bursars and governors, we 

look at the background to this change and outline the steps 

that a school might take, as well as the options available. 

 

The Teachers’ Pension Scheme (TPS) 
The TPS is a scheme that provides pension and other benefits for 

members of the teaching profession in England and Wales. It is an 

‘unfunded’ scheme, in that it does not possess any of its own assets, 

but is backed by HM Government.  

Pensions for teachers are based on service and salary and are 

“guaranteed” once they have been built up; the specific details of 

how benefits accrue has changed several times in recent years.  

To meet the cost of the pensions being built up, schools and 

teachers pay contributions as a percentage of salary to the Treasury, 

but the costs can vary.

Since 2015, the rate of contributions required by schools has been 

16.4%.  From September 2019 this rate is increasing to 23.6%. On 

top of this, teachers contribute at a rate depending on their earnings.

The Teachers’ Pension 
Scheme (TPS): 
What are the options for 
independent schools?  
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“We wanted to ensure any change 

introduced was not only right for the 

school, but also offered staff a good 

arrangement to save for their retirement. 

Barnett Waddingham helped us 

design and communicate a scheme 

that not only supported our ongoing 

commitment to pensions but also 

introduced flexibility to staff in terms 

of contributions being made and how 

benefits can be taken.”

- Edge Grove School, Watford



Why is the cost of the TPS increasing? 
The financial status of the TPS is assessed every four years, with the 

latest review being carried out in April 2016. Based on this Treasury 

financial position, there are three main reasons for the increase in 

costs.

• The review found that the cost of building up new benefits in 

the TPS had gone up. The main reason for this was that the 

‘discount rate’ used to assess the value of benefits payable in the 

future has reduced, meaning that more money is needed today 

to pay for pensions due in the future. This has added 2.9% to the 

cost. 

• Due to the ‘cost cap mechanism’ the assessed value of the 

benefits has fallen. This is counter intuitive and arises because 

the cost-cap mechanism formula ignores the impact of 

Given this is a consultation and there are often 

issues with two tiered workforces, we consider 

the ‘all-or nothing’ options below. The phasing 

out approach, if introduced, will become a further 

option and consideration for schools. Below are 

some considerations when deciding to stay in or 

leave the TPS.

• It is an excellent way to provide defined 

benefit pension benefits in a low risk and 

relatively low cost manner

• Costs have increased dramatically and 

schools that participate in the TPS are subject 

to whatever changes future governments 

choose to make

• At present there is no charge when a school 

leaves the TPS, but this could change – for 

example, if the Treasury wished to stop 

schools leaving the TPS in the future

• Other benefits are included as standard, 

including life cover and ill health early 

retirement

If you choose to leave:

• Alternative pension provision will be needed

• Several industry standard options now exist, 

or you could go down a more bespoke route, 

such as the arrangements that support staff 

have

• Costs are arguably more controllable

• You are unlikely to receive the same level 

of benefits for the cost, but the alternatives 

can be far more flexible in terms of both the 

level of contributions that are made and how 

benefits can be taken

• Other wider benefit options can be 

incorporated into the offering, but these will 

be provided under separate arrangements, 

making the overall package as appropriate as 

it can be for a particular school’s workforce
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discount rate changes.  Other factors that go towards assessing 

the cost have reduced the value; for example, expectations of 

salary growth and improvements in future life expectancies 

have both been revised downwards.  The cost cap mechanism 

requires that the level of benefits is increased to reflect these 

changes. This then adds a further 3.3% to the cost.

• Because the changes were not implemented straight away, the 

costs are increased by a further 0.8% to make up the difference 

created by this delay.

The cost-cap mechanism is clearly controversial. Indeed, the 

benefit improvements required by it are not being implemented yet.  

However, the nature of the TPS is that contributions must be paid at 

the level the Government requires. This is a complex matter and we 

discuss it more in this webinar - www.barnett-waddingham.co.uk/

events/webinar/teachers-pension-scheme-webinar/

 

What options do independent schools have? 
The TPS is currently an ‘all-or nothing’ scheme. A school either 

provides the TPS benefits for all of its teaching staff, or it must elect 

to leave the TPS and make alternative arrangements for them in 

relation to future service. 

It is worth noting that in early September 2019 

a consultation was released which may allow 

schools to phase out of the TPS by offering a 

different arrangement for new recruits.  

https://www.barnett-waddingham.co.uk/events/webinar/teachers-pension-scheme-webinar/
https://www.barnett-waddingham.co.uk/events/webinar/teachers-pension-scheme-webinar/


How can we help? 

Our independent expertise in both the TPS and alternative pension 

schemes puts us in an ideal position to support schools with these 

matters.  We are not tied to any pension arrangements and can 

help ensure your school decides on the most appropriate pension 

arrangement for your teaching staff.

There are a number of ways that schools could approach this issue. 

We have set out below one possible route, assuming a school 

decides to exit the TPS.

Review of the TPS 

The first step in this process is to decide whether staying in the TPS 

is the right choice for your school. We can help you do this and can 

provide support with the following:

• Information on benefits provided by the TPS and the risks of 

participating in it

• Information on historic and current developments and potential 

future outlook

• Modelling both the cost of, and potential benefits provided by, 

some of the alternatives

• We can also consider the impact of phasing out for new staff, in 

case this becomes a viable option in the future

Pre-consultation  
If you are considering a change of benefit structure, you may wish to 

start raising awareness of pension matters in advance.  This means 

that if a proposal is to be made teachers will look at it with a degree 

of understanding.  Even if there are no plans to consider changes 

this phase can help teachers appreciate the value of the benefit they 

receive. Areas to consider include: 

• What is the TPS is and how much does it 

cost?

• How can you educate and engage in relation 

to pension benefits in general?

• What alternatives could be offered, which 

may be more flexible?

• How can you seek views from teaching staff 

which could help inform future decision 

making?

Benefit design and suitability 

If a decision is made to consider an alternative 

arrangement, it is important that this is well 

designed both in terms of meeting the school’s 

objectives and delivering good outcomes for 

teachers.  We do not believe that one size 

necessarily fits all in these circumstances. Even 

if a packaged product is used, such as the Aviva 

Pensions Trust for Independent Schools (APTIS), 

or one of the other established alternative 

arrangements, it is important to consider how 

contribution options are structured. We work with 

schools to provide tailored solutions considering:

• Objectives with reference to what is likely to 

be valued by staff. This includes flexibility and 

breadth of benefits offered as well as financial 

sustainability

• Advice on contribution design, including 

consideration of available benefit spend, 

minimum requirements, options in relation 

to non-contributory, matching and fixed 

contribution structures, benchmarking of 

similar organisations and salary exchange 

• Advice on suitable scheme structure options 

(e.g. group personal pension and master trust)

• Advice on suitability of alternative 

arrangements, whether this is a bespoke 

scheme or one of the ‘off-the-shelf’ options 

currently on the market.  We are completely 

independent and can consider any options 

that may be of interest
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EXIT PENALTIES

If a school leaves the TPS there is currently no financial 

penalty applied.  This is because the TPS is ‘unfunded’ 

and has no assets of its own.  This is in contrast to funded 

schemes, such as the Local Government Pension Scheme 

(LGPS) and most private sector schemes where the 

financial penalties on exit can be substantial. While no 

penalties exist at present, this might not be the case in the 

future; the decision rests with the Government.
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• Ensure that non pension and insured benefits that the TPS 

currently provide are considered and addressed within the 

benefit spend

• If appropriate, consider comparisons to the package offered to 

support staff

Consultation and outcome  
Staff engagement is key to any change of benefits.  Meaningful 

consultation, clear communications and strong, balanced 

arguments in favour of the proposed route can make this a positive 

process.  Done incorrectly, communications have the possibility of 

antagonising the workforce, which could result in some extreme 

actions by teachers.  

It is important that teachers understand how different benefit 

structures work and how these might impact on their own 

circumstances.  Schools should also consider legal advice around 

consultation requirements, both in terms of employment and 

pension legislation.  Normally a period of 60 days is required and, 

following any decision, further notice periods are likely to apply 

before any changes can be effected. Engagement support can 

include:

• Consultation announcements

• Staff presentations

• One-to-one information sessions

• Q&A documents

• Support to governors to allow them to make the final decision

RISK BENEFITS

The TPS covers more than just pensions – death in service 

and ill health benefits are also provided. Any alternative 

benefit strategy needs to allow for this and grouped 

arrangements may protect against the impact of future 

claims related premium increases.

HEAD TEACHERS AND HIGH EARNERS

The benefits for higher earners can be subject to HMRC 

limits.  Any change in provision needs to be handled 

carefully to avoid inadvertently breaching one of these 

limits, as doing so can incur high tax charges. Our executive 

benefits specialists can help you navigate these issues 

within whatever pensions framework you implement.

Implementation  
Once a decision has been made there will 

be work to be done implementing any new 

arrangement.  The chosen provider will be able to 

assist with this, but it is important that everything 

is set up correctly to support staff as they join and 

ensure HR and payroll process operate accurately 

and smoothly.  Key areas include:

• Notifying the TPS of any decision

• Completion of the chosen providers’ 

requirements and any other requirements 

(such as auto enrolment)

• Establishing payroll processes (contribution 

deductions and payment to provider)

• (If appropriate) ensuring salary exchange is 

operated in compliance with legislation

Post implementation support, from 
implementation onwards  
Moving from a government backed defined 

benefit scheme to a private sector DC 

arrangement is a big change. Teaching staff may 

need additional support over the first year or two, 

particularly to understand the increased flexibility 

the benefits offer as well as the increase in both 

member responsibility and choice.  Engagement 

will remain important and some schools may 

require support with member communications, 

including booklets and newsletters, which can be 

highly valued.  We would also suggest schools 

establish a governance committee to monitor the 

ongoing operation of the arrangement. 

 

Timing is critical  
There are several timing requirements in relation 

to any proposed change, including consultation 

requirements, and schools are unique in this 

regard because of the effect of term times.  

This means that activities should be planned 

carefully to ensure they fit with these periods 

and time given to ensure all relevant matters are 

considered.



If you would like to discuss any of the above topics in more detail, please get in touch via the following: 

Chris Hawley, Partner and FIA

  chris.hawley@barnett-waddingham.co.uk    01527 300 038      

Martin Willis, Principal and APFS

  martin.willis@barnett-waddingham.co.uk     01494 788 121   

Paul Hamilton, Partner and Head of Higher Education

  paul.hamilton@barnett-waddingham.co.uk   01242 536 350
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