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Dear Colette

Actuarial factors for AFPS 75
Additional Voluntary Contribution (AVC) to enhance the Death in Service Lump
Sum

1.

Further to my letter of 21 May and Alan’s letter of 7 April setting out our proposed
general approach to factor reviews, this letter sets out our advice on AVC factors to
enhance the death in service lump sum (“DIS AVC”) for eligible members of AFPS 75 in
accordance with scheme regulations, together with revised tables of factors.

2. The letter is not appropriate for any other purpose. No third party (eg scheme members)
is entitled to rely on it and GAD has no liability to any third party for any act or omission
taken on the basis of this letter.

3. GAD seeks to achieve a high standard in all our work. Please go to our website for
details of the standards we apply.

Background

4. AVC to enhance the death in service lump sum refers to the option of payment of
additional contributions to increase the member’s death in service lump sum from 3
times to 4 times representative pay for AFPS 75 members.

5. ltis our understanding that a similar facility to enhance the lump sum payable on death
in service through additional contributions in AFPS 05 does not exist because in AFPS
05 the lump sum death in service benefits are already 4 times pay.

6. The existing DIS AVC factors were last reviewed in August 2011 following the
introduction of the new SCAPE discount rate in the March 2011 Budget.

7. The review is being conducted in light of the actuarial valuation of the Armed Forces

pension arrangements carried out as at 31 March 2012 which was completed on 24
February 2015.

AFPS 75 regulations

8.

Rule C.8 of the Army Pensions Warrant 2010 (and similar regulations for Navy and Air
Force) sets out the eligibility criteria and restrictions on the purchase of enhanced death
in service lump sum for Officers and Other Ranks.
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9. Rule C.8 (3) of the regulations states that: “contributions are payable by deduction of the
appropriate percentage from the member’s pensionable earnings in respect of the option
period”. The “appropriate percentage” as defined in rule C.8 (4) is “the percentage
shown, in a table issued by the Defence Council for the purpose of that paragraph, for a
person of the member’s age and rank”.

10. Rule C.11 (2) of the regulations states that: “The Defence Council must consult the
Scheme actuary before issuing any table for the purpose of any provision of this Part”.

11. There are no references in the regulations as to how these DIS AVC rates should be
derived or how regularly they should be reviewed.

12. The existing tables of DIS AVC factors were determined in terms of actuarial equivalence
to the enhanced lump sum payable on death, on assumptions consistent with those used
to set employer contributions to the scheme under the SCAPE methodology.

13. As set out in Alan’s letter of 7 April 2015 and agreed with John McCullagh, the factors
set out in this letter follow this principle.

Key actuarial assumptions used to determine the revised factors

14. The major assumptions to consider for the DIS AVC factors are the discount rate,
earnings growth and mortality assumptions, together with the relationship between
pensionable (contributory) and representative pay.

15. Appendix A summarises the main assumptions for calculating the revised DIS AVC
factors.

Financial Assumptions

16. We have adopted the same long-term SCAPE discount rate as used to determine
employer contributions to AFPS in the 2012 valuation. This can be considered to
represent the cost to the scheme of providing the benefits otherwise payable.

17. The long-term SCAPE discount rate used in the 2012 valuation was 3% pa in excess of
assumed CPI, which is unchanged since the last factor review.

18. An earnings growth assumption of 2.75% pa in excess of CPl was used in the 2012
valuation. We have adopted the same assumption for determining the updated factors.
This leads to a discount rate net of earnings of 0.25% pa. The previous factors used a
discount rate net of earnings of 0.75% pa.

Mortality Assumptions

19. Suitable data is not available in respect of members who have taken the DIS AVC option
to allow us to determine whether the mortality experience of such members differs from
the mortality experience of scheme members in normal health.

20. Assumed mortality rates are relatively significant to these factors as lighter mortality
rates (i.e. longer life expectancy) will mean there is a smaller probability of the death
benefit being paid, resulting in lower member contributions. Therefore, there is a risk that
those in poor health would take up this option as it may appear cheap to them.

21. From the regulations C.8 (2) (b) & (c) we understand that a declaration is required to be
signed in relation to the health of the member before taking out the option. This will limit



the risk of being selected against by those in poorer health than assumed in the
underlying mortality rates. Also, depending on the number of members taking up this
option, this risk may be relatively small in monetary terms. As a result, we do not
propose to carry out more detailed consideration of the mortality assumption unless you
believe mortality experience for this group of individuals differs from other scheme
members in normal health.

22. The updated factors reflect the mortality before retirement of male AFPS Officers and
Other Ranks as assumed in the 2012 AFPS valuation.

Promotional salary scale and pay

23. The assumed promotional salary scale is also an important assumption in determining
these factors. We have adopted a uniform salary scale assumption of 1% pa, both for
other ranks and officers, applying both to representative pay and actual contributory pay.

24. We have assumed that actual pensionable (contributory) pay for Medical and Dental
Officers is 10% higher than representative pay. For other members we have assumed
that on average contributory pay is equal to representative pay. This is consistent with
the approach used to derive other actuarial factors for the scheme.

Other considerations

25.In 2011 three sets of factors were used; Officers, Officers (Medical and Dental) and
Other Ranks which were applicable for both men and women. We are not aware of any
relevant changes in circumstances and so we have prepared the revised factors using
the same approach.

26. We are aware that there are certain other groups who also have their own pay spines.
We have not calculated any other special factors for these groups — please let us know if
you would like us to do so.

27. The revised factors are in some cases slightly more generous and in others less
generous than the existing factors. This is due to the change in mortality assumptions
affecting different ages to different extents. We would expect the revised factors to be
broadly cost-neutral to the scheme by reference to the assumptions used to determine
employer contributions under the SCAPE methodology (provided that the assumptions
are borne out in practice).

Revised factors
28. Appendix B sets out revised DIS AVC factors for AFPS 75. These are based on the

assumptions set out in Appendix A.

29. The factors in the tables represent the percentage of pensionable earnings required to
increase the lump sum payable on death from 3 times to 4 times representative pay.
There are separate factors to be applied to Non Medical and Dental Officers, Medical
and Dental Officers and Other Ranks.

30. An illustration of how the DIS AVC factors are used is given below:

A (Non-Medical and Dental) Officer who joined the Armed Forces at age 22 and started
paying DIS AVCs at age 30.

He would need to pay 0.16% of pensionable earnings to increase the lump sum payable
on death in service from 3 times to 4 times representative pay. This payment would



continue while he remains in service up to age 55. If he is still in service at age 55 and
wishes to retain his DIS AVC, a continuation rate would need to be calculated by GAD.

31. The revised factors are provided in a similar format to the existing factors.

32. We would expect these factors to remain appropriate while the current SCAPE discount
rate remains in force and while mortality rates remain broadly in line with the
assumptions. However, as set out in our Service Level Agreement, we will keep these
factors under review in accordance with our statutory responsibilities under the
regulations and advise you if and when we believe a further review is necessary. Please
let us know if there are any relevant changes in regulations or circumstances which
might affect our consideration of these factors.

Next steps

33. These factors are under MoD'’s control after taking actuarial advice. If you are content
with the updated factors (and underlying assumptions) in this letter then you will need to
decide on the effective date for implementing them (you may wish to consult DBS and/or
AFPS's legal advisers first). Alternatively if you have any comments please let us know.

34. We will also shortly provide an updated version of our factors spreadsheet which
includes the updated DIS AVC factors. We note that you may also wish to review any
relevant guidance.

Yours sincerely
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Joanne Rigby

Consulting Actuary



APPENDIX A
Summary of proposed assumptions for AFPS75 AVC to Enhance Death in

Service Lump Sum factors

Table Al — Financial assumptions

Assumption Rate (%pa) Notes

Discount rate (in excess of CPI inflation) 3.00% In line with long term SCAPE rate

Earnings growth (in excess of CPI inflation) 2.75% Consistent with assumptions for 2012
valuation

Table A2 — Demographic assumptions

Assumption Notes

Mortality

Pre-retirement mortality 70% of UK Interim Life Tables 2008-2010. Consistent with approach
adopted in 2012 actuarial valuation

Other

Promotional Salary Scale 1% at all ages, consistent with previous assumptions

Ratio of Representative Pay:
Pensionable Earnings

Officers 1:1, consistent with previous assumptions

Medical and Dental Officers 1:1.1, consistent with previous assumptions

Other Ranks 1:1, consistent with previous assumptions

Officer Career Length 34 years (or to age 55 if less), consistent with previous assumptions
Other Ranks Career Length 22 years, consistent with previous assumptions

Proportion of male members 100%




APPENDIX B

AVC to Enhance Death in Service Lump Sum Rates

AVC Factors (Enhanced Death in Service benefits)
Non Medical and Dental Officers

Factors for regular AVCs to increase the death in senice lump sum benefit from 3 times to 4 times representative pay

Contribution rates as a percentage per annum of pensionable pay

Age at entry to the Armed Forces

Age at

Start of

AVC's 21 22 23 24 25 26 27 28 29 30 31 32 33 34 35
21 0.13 - - - - - - - - - - - - - -
22 0.14 0.14 - - - - - - - - - - - - -
23 0.14 0.14 0.14 - - - - - - - - - - - -
24 0.14 0.14 0.14 0.14 - - - - - - - - - - -
25 0.14 0.14 0.14 0.14 0.14 - - - - - - - - - -
26 0.15 0.15 0.15 0.15 0.15 0.15 - - - - - - - - -
27 0.15 0.15 0.15 0.15 0.15 0.15 0.15 - - - - - - - -
28 0.15 0.15 0.15 0.15 0.15 0.15 0.15 0.15 - - - - - - -
29 0.16 0.16 0.16 0.16 0.16 0.16 0.16 0.16 0.16 - - - - - -
30 0.16 0.16 0.16 0.16 0.16 0.16 0.16 0.16 0.16 0.16 - - - - -
31 0.17 0.17 0.17 0.17 0.17 0.17 0.17 0.17 0.17 0.17 0.17 - - - -
32 0.17 0.17 0.17 0.17 0.17 0.17 0.17 0.17 0.17 0.17 0.17 0.17 - - -
33 0.17 0.17 0.17 0.17 0.17 0.17 0.17 0.17 0.17 0.17 0.17 0.17 0.17 - -
34 0.18 0.18 0.18 0.18 0.18 0.18 0.18 0.18 0.18 0.18 0.18 0.18 0.18 0.18 -
35 0.18 0.18 0.18 0.18 0.18 0.18 0.18 0.18 0.18 0.18 0.18 0.18 0.18 0.18 0.18
36 0.19 0.19 0.19 0.19 0.19 0.19 0.19 0.19 0.19 0.19 0.19 0.19 0.19 0.19 0.19
37 0.19 0.19 0.19 0.19 0.19 0.19 0.19 0.19 0.19 0.19 0.19 0.19 0.19 0.19 0.19
38 0.20 0.20 0.20 0.20 0.20 0.20 0.20 0.20 0.20 0.20 0.20 0.20 0.20 0.20 0.20
39 0.20 0.20 0.20 0.20 0.20 0.20 0.20 0.20 0.20 0.20 0.20 0.20 0.20 0.20 0.20
40 0.21 0.21 0.21 0.21 0.21 0.21 0.21 0.21 0.21 0.21 0.21 0.21 0.21 0.21 0.21
41 0.22 0.22 0.22 0.22 0.22 0.22 0.22 0.22 0.22 0.22 0.22 0.22 0.22 0.22 0.22
42 0.22 0.22 0.22 0.22 0.22 0.22 0.22 0.22 0.22 0.22 0.22 0.22 0.22 0.22 0.22
43 0.23 0.23 0.23 0.23 0.23 0.23 0.23 0.23 0.23 0.23 0.23 0.23 0.23 0.23 0.23
44 0.24 0.24 0.24 0.24 0.24 0.24 0.24 0.24 0.24 0.24 0.24 0.24 0.24 0.24 0.24
45 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.25
46 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.25
47 0.26 0.26 0.26 0.26 0.26 0.26 0.26 0.26 0.26 0.26 0.26 0.26 0.26 0.26 0.26
48 0.27 0.27 0.27 0.27 0.27 0.27 0.27 0.27 0.27 0.27 0.27 0.27 0.27 0.27 0.27
49 0.29 0.29 0.29 0.29 0.29 0.29 0.29 0.29 0.29 0.29 0.29 0.29 0.29 0.29 0.29
50 0.30 0.30 0.30 0.30 0.30 0.30 0.30 0.30 0.30 0.30 0.30 0.30 0.30 0.30 0.30
51 0.31 0.31 0.31 0.31 0.31 0.31 0.31 0.31 0.31 0.31 0.31 0.31 0.31 0.31 0.31
52 0.32 0.32 0.32 0.32 0.32 0.32 0.32 0.32 0.32 0.32 0.32 0.32 0.32 0.32 0.32
53 0.34 0.34 0.34 0.34 0.34 0.34 0.34 0.34 0.34 0.34 0.34 0.34 0.34 0.34 0.34
54 0.35 0.35 0.35 0.35 0.35 0.35 0.35 0.35 0.35 0.35 0.35 0.35 0.35 0.35 0.35

Notes:

1. The rates of contribution are calculated on the basis of payment to age 55. Where senice extends beyond age 55 a continuation rate would need to be

calculated by GAD for the remaining senice.

2. Where contributions begin after age 55, different rates will apply and should be obtained from GAD.




AFPS 75

AVC Factors (Enhanced Death in Service benefits)

Other Ranks

Factors for regular AVCs to increase the death in senice lump sum benefit from 3 times to 4 times representative pay

Contribution rates as a percentage per annum of pensionable pay

Age at entry to the Armed Forces

Age at

Start of

AVC's 18 19 20 21 22 23 24 25 26 27 28 29 30 31 32 33 34 35
18 0.06 - - - - - - - - - - - - - - - - -
19 0.07 0.07 - - - - - - - - - - - - - - - -
20 0.07 0.07 0.07 - - - - - - - - - - - - - - -
21 0.07 0.07 0.07 0.08 - - - - - - - - - - - - - -
22 0.07 0.07 0.07 0.08 0.08 - - - - - - - - - - - - -
23 0.07 0.07 0.08 0.08 0.08 0.09 - - - - - - - - - - - -
24 0.07 0.07 0.08 0.08 0.08 0.09 0.09 - - - - - - - - - - -
25 0.07 0.08 0.08 0.08 0.09 0.09 0.09 0.10 - - - - - - - - - -
26 0.08 0.08 0.08 0.08 0.09 0.09 0.10 0.10 0.10 - - - - - - - - -
27 0.08 0.08 0.08 0.09 0.09 0.09 0.10 0.10 0.1 0.1 - - - - - - - -
28 0.08 0.08 0.09 0.09 0.09 0.10 0.10 0.10 0.1 0.1 0.12 - - - - - - -
28 0.08 0.08 0.09 0.09 0.09 0.10 0.10 0.1 0.1 0.12 0.12 013 - - - - - -
30 0.08 0.09 0.09 0.09 0.10 0.10 0.1 0.1 0.1 0.12 0.12 013 0.14 - - - - -
31 0.09 0.09 0.09 0.10 0.10 0.10 0.1 0.1 0.12 0.12 0.13 013 0.14 0.15 - - - -
32 0.09 0.09 0.09 0.10 0.10 0.1 0.1 0.12 0.12 0.13 0.13 0.14 0.14 0.15 0.16 - - -
33 0.09 0.09 0.10 0.10 0.10 0.1 0.1 0.12 0.12 0.13 0.13 0.14 0.15 0.16 0.16 0.17 - -
34 0.09 0.10 0.10 0.10 o1 0.1 0.12 0.12 0.13 0.13 0.14 0.14 0.15 0.16 017 0.18 0.18 -
35 0.10 0.10 0.10 01 o1 012 0.12 0.13 0.13 0.14 0.14 015 0.16 0.16 017 0.18 0.18 0.18
36 0.10 0.10 o1 01 o1 012 0.12 0.13 0.13 0.14 0.15 015 0.16 017 018 0.19 0.19 0.19
37 0.10 0.11 o1 01 0.12 012 0.13 0.13 0.14 0.14 0.15 0.16 0.16 017 018 0.19 0.19 0.19
38 0.11 0.11 o1 0.12 0.12 013 0.13 0.14 0.14 0.15 0.15 0.16 017 0.18 0.19 0.20 0.20 0.20
38 0.11 0.11 0.12 0.12 0.12 013 0.14 0.14 0.15 0.15 0.16 017 017 0.18 0.19 0.20 0.20 0.20
40 012 0.12 0.12 0.13 013 0.14 0.15 0.15 0.16 0.16 017 0.18 0.19 0.20 0.21 0.21 0.21
41 0.13 0.13 0.13 0.14 0.14 0.15 0.16 0.16 0.17 018 0.19 0.20 0.21 0.22 0.22 0.22
42 0.13 0.13 0.14 0.15 0.15 0.16 0.17 0.17 018 0.19 0.20 0.21 0.22 0.22 0.22
43 0.14 015 0.15 0.16 0.17 0.17 0.18 0.19 0.20 021 022 0.23 0.23 0.23
44 0.16 0.16 0.17 0.17 0.18 0.19 0.20 o 0.22 0.23 0.24 0.24 0.24
45 0.17 0.17 0.18 0.19 0.19 0.20 o 0.22 0.23 0.25 0.25 0.25
46 0.18 0.18 0.19 0.20 0.21 022 0.23 0.24 0.25 0.25 0.25
47 0.19 0.20 o 022 0.23 0.24 0.25 0.26 0.26 0.26
48 o o 022 0.24 0.25 0.26 0.27 0.27 0.27
49 0.22 0.23 0.25 0.26 027 0.29 0.29 0.29
50 0.25 0.26 0.27 0.28 0.30 0.30 0.30
51 027 0.28 0.30 0.31 0.31 0.31
52 0.30 0.31 0.32 0.32 0.32
53 0.32 0.24 0.34 0.34
54 0.35 0.35 0.35

Notes:

1. This table is structured for those sening for 22 years (or to age 55 if earlier) only. Where senice extends beyond 22 years a continuation rate would need to be calculated by GAD for the remaining senice.
2. Where contributions begin after completion of 22 years pensionable service, diffierent rates will apply and should be obtained from GAD.




AFPS 75

AVC Factors (Enhanced Death in Service benefits)

Medical and Dental Officers

Factors for regular AVCs to increase the death in senice lump sum benefit from 3 times to 4 times representative pay

Contribution rates as a percentage per annum of pensionable pay

Age at Age at entry to the Armed Forces

Start of

AVC's 21 22 23 24 25 26 27 28 29 30 31 32 33 34 35
21 0.12 - - - - - - - - - - - - - -
22 0.12 0.12 - - - - - - - - - - - - -
23 0.13 0.13 0.13 - - - - - - - - - - - -
24 0.13 0.13 0.13 0.13 - - - - - - - - - - -
25 0.13 0.13 0.13 0.13 0.13 - - - - - - - - - -
26 0.13 0.13 0.13 0.13 0.13 0.13 - - - - - - - - -
27 0.14 0.14 0.14 0.14 0.14 0.14 0.14 - - - - - - - -
28 0.14 0.14 0.14 0.14 0.14 0.14 0.14 0.14 - - - - - - -
29 0.14 0.14 0.14 0.14 0.14 0.14 0.14 0.14 0.14 - - - - - -
30 0.15 0.15 0.15 0.15 0.15 0.15 0.15 0.15 0.15 0.15 - - - - -
31 0.15 0.15 0.15 0.15 0.15 0.15 0.15 0.15 0.15 0.15 0.15 - - - -
32 0.15 0.15 0.15 0.15 0.15 0.15 0.15 0.15 0.15 0.15 0.15 0.15 - - -
33 0.16 0.16 0.16 0.16 0.16 0.16 0.16 0.16 0.16 0.16 0.16 0.16 0.16 - -
34 0.16 0.16 0.16 0.16 0.16 0.16 0.16 0.16 0.16 0.16 0.16 0.16 0.16 0.16 -
35 0.17 0.17 0.17 0.17 0.17 0.17 0.17 0.17 0.17 0.17 0.17 0.17 0.17 0.17 0.17
36 0.17 0.17 0.17 0.17 0.17 0.17 0.17 0.17 0.17 0.17 0.17 0.17 0.17 0.17 0.17
37 0.18 0.18 0.18 0.18 0.18 0.18 0.18 0.18 0.18 0.18 0.18 0.18 0.18 0.18 0.18
38 0.18 0.18 0.18 0.18 0.18 0.18 0.18 0.18 0.18 0.18 0.18 0.18 0.18 0.18 0.18
39 0.19 0.19 0.19 0.19 0.19 0.19 0.19 0.19 0.19 0.19 0.19 0.19 0.19 0.19 0.19
40 0.19 0.19 0.19 0.19 0.19 0.19 0.19 0.19 0.19 0.19 0.19 0.19 0.19 0.19 0.19
41 0.20 0.20 0.20 0.20 0.20 0.20 0.20 0.20 0.20 0.20 0.20 0.20 0.20 0.20 0.20
42 0.20 0.20 0.20 0.20 0.20 0.20 0.20 0.20 0.20 0.20 0.20 0.20 0.20 0.20 0.20
43 0.21 0.21 0.21 0.21 0.21 0.21 0.21 0.21 0.21 0.21 0.21 0.21 0.21 0.21 0.21
44 0.22 0.22 0.22 0.22 0.22 0.22 0.22 0.22 0.22 0.22 0.22 0.22 0.22 0.22 0.22
45 0.22 0.22 0.22 0.22 0.22 0.22 0.22 0.22 0.22 0.22 0.22 0.22 0.22 0.22 0.22
46 0.23 0.23 0.23 0.23 0.23 0.23 0.23 0.23 0.23 0.23 0.23 0.23 0.23 0.23 0.23
47 0.24 0.24 0.24 0.24 0.24 0.24 0.24 0.24 0.24 0.24 0.24 0.24 0.24 0.24 0.24
48 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.25
49 0.26 0.26 0.26 0.26 0.26 0.26 0.26 0.26 0.26 0.26 0.26 0.26 0.26 0.26 0.26
50 0.27 0.27 0.27 0.27 0.27 0.27 0.27 0.27 0.27 0.27 0.27 0.27 0.27 0.27 0.27
51 0.28 0.28 0.28 0.28 0.28 0.28 0.28 0.28 0.28 0.28 0.28 0.28 0.28 0.28 0.28
52 0.29 0.29 0.29 0.29 0.29 0.29 0.29 0.29 0.29 0.29 0.29 0.29 0.29 0.29 0.29
53 0.31 0.31 0.31 0.31 0.31 0.31 0.31 0.31 0.31 0.31 0.31 0.31 0.31 0.31 0.31
54 0.32 0.32 0.32 0.32 0.32 0.32 0.32 0.32 0.32 0.32 0.32 0.32 0.32 0.32 0.32

Notes:

1. The rates of contribution are calculated on the basis of payment to age 55. Where senice extends beyond age 55 a continuation rate would need to be

calculated by GAD for the remaining senvice.

2. Where contributions begin after age 55, different rates will apply and should be obtained from GAD.




	Revised factors

