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Everything you ever wanted to know 

about Pensions but were afraid to ask! 
 

Some More Definitions – Commutation & Actuarial Valuation 
 
Commutation: Many pension schemes, particularly the larger Defined Benefit schemes pay out 
a lump sum as well as a Pension upon retirement. This is being withdrawn by many schemes and 
being replaced by “commutation”. Commutation means you can buy a lump sum by giving up 
part of your pension (You commute part of your pension into a lump sum). For example, in the 
NHS and Local Government Schemes you can give up up to 25% of your pension in return for a 
lump sum. In both schemes the “commutation rate” is 12 – i.e. for each £1 of pension you give up 
you receive a £12 lump sum. For example: 

Pension = £5,000p.a. Lump Sum = £0 
After full commutation (giving up 25%, £1,250) 

Pension = £3,750 p.a. Lump Sum = (1,250 x 12) £15,000 
 
This adds flexibility and choice to the pension package and the schemes continue to monitor the 
appropriateness of the commutation rates. 
 
Actuarial Valuations: The amount of money in a defined benefit pension scheme must be 
monitored and measured to ensure that there is always enough money coming into the fund (its 
assets) to pay out the pensions due (its liabilities). This is a very complicated task especially 
when longevity, interest rates, stock market returns, interest rates and other factors need to be 
taken into account.  
 
Some funds are huge, with hundreds of billions of pounds of assets, hundreds of thousands of 
people paying into the fund and hundreds of thousands of pensioners. So the valuation of the 
fund is very important and a shortfall in the predicted amounts of money required may lead to a 
reduction in benefits or an increase in contributions, a surplus may lead to the opposite. 
The amounts in the funds are measured regularly (normally every 3 years). They are known as 
such because they are a valuation carried by an Actuary - like most things in pensions, its simple 
really 

Nothing is more important that a decent pension in retirement – 
Pensions, your pay when you retire! 


