
Illustrations of actual behaviour of alternat ive methodologies for period 1st January 1986 to
31st December 1998

Four alternative methodologies have been analysed.  For each year the illustrated pension on each
of the four methodologies has been calculated and compared on the following graphs.

The four methodologies are:

�  Long Term : Use long term financial assumptions.  Note no market value adjustment is
made to the opening fund;

�  Market Related : Use current market assumptions as implied by yields on index linked gilts;

�  Old TM1 : The basis set out in the TM1 sent out for consultation in September 2000; and

�  New TM1: Set out in the TM1 sent out for consultation in August 2001.

The three individuals considered are:

�  a 25 year old male with £1,000 fund and £1,000 pa contributions;

�  a 40 year old male with £10,000 fund and £1,000 pa contributions; and

�  a 55 year old male with £100,000 fund and £1,000 pa contributions.

The underlying assumptions are set out following the graphs.

Results are set out in price terms on the following pages.



Pension Illustrations from Age 25 at 01/01/1986. Investment in typical 
managed fund. Opening fund £1,000, first year contribution £1,000. 
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Pension Illustrations from Age 40 at 01/01/1986. Investment in typical 
managed fund. Opening fund £10,000, first year contribution £1,000.
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Pension Illustrations from Age 55 at 01/01/1986. Investment in typical 
managed fund. Opening fund £100,000, first year contribution £1,000.

5,000
6,000
7,000
8,000
9,000

10,000
11,000
12,000
13,000
14,000
15,000
16,000

1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996
01/01 in Year

Il
lu

st
ra

te
d 

Pe
ns

io
n 

in
 0

1/
01

/1
98

6 
pr

ic
e 

te
rm

s

Long Term Market Related Old TM1 New TM1

Pension Illustrations from Age 55 at 01/01/1986. Investment in Index linked 
gilts. Opening fund £100,000, first year contribution £1,000.
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L/T M/R Old TM1 New TM1
Expenses in deferment 1.00% 1.00% 1.00% 1.00%
Retirement age 65 65 65 65
Current yield on index linked gilts 3.00% ilgy ilgy 3.00%
Long term yield on index linked gilts 3.00% ilgy 3.00% 3.00%
Equity risk premium 1.50% 1.50% 1.50% 1.50%
Net yield at retirement for current fund 3.00% ilgy ilgy ilgy
Net yield at retirement for future savings 3.00% ilgy 3.00% ilgy
Expenses at retirement 4.00% 4.00% 4.00% 4.00%
Spouse pension fraction 50% 50% 50% 50%
Payment guarantee 0 0 0 0
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