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Dear Sir or Madam

Consultation on draft Regulations - The Financial Assistance Scheme
(Miscellaneous Provisions) Regulations 2009

This consultation document seeks views on the draft Financial Assistance
Scheme (Miscellaneous Provisions) Regulations 2009, which are being
introduced to implement further elements of the extension to the Financial
Assistance Scheme (FAS) announced on 17 December 2007 by the then
Secretary of State for Work and Pensions.

They include measures to implement all the remaining enhancements to the
calculation of the amount of assistance for those who are not members of
FAS qualifying schemes whose assets will be transferred to government.
They also make certain changes to the administration of FAS, including a
proposal to confer responsibility for managing the FAS on the Board of the
Pension Protection Fund.

The consultation document also sets out proposals for implementing the
remaining parts of the changes announced in December 2007, including the
taking into government of the remaining assets in FAS schemes and making the
payments associated with them. There will be further formal consultation on the
latter proposals when draft Regulations to implement them are published later
this year.




Where can | find the consultation document?
The consultation document is available on the Department’s website at:
Timing

The consultation period begins on 11 February 2009 and runs until 25 March
20009.

Government guidance provides that consultations should normally last for at
least 12 weeks. However, the guidance suggests that in certain circumstances
Departments may depart from this.

The Department has already undertaken considerable informal consultation
with a number of outside stakeholders who have assisted us in developing
these detailed proposals. These include groups representing the members of
affected pension schemes, in particular the Pensions Action Group and the
trade unions, in particular the GMB, Unite and Community. Both officials and
Ministers have held a number of meetings with these groups. Officials also
have regular contact with a number of trustees and insurers who have given
us the benefit of their extensive knowledge of occupational pension schemes.

The Government has sought to reflect their views in this consultation
document and made them aware in advance of the timing, content and
intentions behind the draft Regulations.

Taking account of the wider consultation that has already taken place, and the
desire to bring in as soon as possible the remaining increases to the amount
of Assistance qualifying members can receive, Ministers have decided that a
formal written consultation period of 6 weeks will allow for meaningful
consultation. Further meetings will be offered to stakeholder groups during
this period.

How can | respond to the consultation?

The Government would be grateful for your comments on any of the points
covered by the draft Regulations. Please ensure that your response reaches
us by the closing date.

A list of those to whom this document has been sent is attached. If you have

any suggestions of others who may wish to be involved in this process, please
contact us.

Please send consultation responses to:



E-mail fas-responses@dwp.gsi.gov.uk

Post: Financial Assistance Scheme Consultation
Department for Work and Pensions
Private Pensions Policy
Adelphi
3rd Floor
1-11 John Adam Street
London
WC2N 6HT

When responding, please state whether you are responding as an individual
or representing the views of an organisation. If responding on behalf of a
larger organisation please make it clear whom the organisation represents
and (where applicable) how the views of members were assembled.

All information contained in your response, including personal information,
may be subject to publication or disclosure if requested under the Freedom of
Information Act 2000. By providing personal information for the purpose of the
public consultation exercise, it is understood that you consent to its disclosure
and publication. If this is not the case, you should limit any personal
information which is provided, or remove it completely. If you want the
information in your response to the consultation to be kept confidential, you
should explain why as part of your response, although we cannot guarantee to
do this. We cannot guarantee confidentiality of electronic responses even if
your IT system claims it automatically.

If you want to find out more about the general principles of Freedom of
Information and how it is applied within DWP, please contact:

Charles Cushing

Department for Work and Pensions, Adjudication and Constitutional Issues,
Information Policy Division,

Freedom of Information Unit,

1-11 John Adam Street,

London

WC2N 6HT

Phone: 0207 962 8581

Email: charles.cushing@dwp.gsi.gov.uk or carol.smith14@dwp.gsi.gov.uk

More information about the Freedom of Information Act can be found on the
website of the Ministry of Justice.


mailto:fas-responses@dwp.gsi.gov.uk

What will the Government do after the consultation?

A summary of responses (including the next steps to be taken) will be
published online (and linked from the same web page as above). Paper
copies will be available on request.

Whilst it is Government policy that regulations which have an impact, however
minor, on the private sector should, wherever possible, come into force on just
two agreed dates: the 6th April and 1st October, Ministers believe that it is in
the public interest to implement these Regulations quickly to help ensure
people receive revised assistance as soon as possible.

The consultation process

We value your feedback on how well we consult. If you have any comments
on the process of this consultation (as opposed to the issues raised) please
contact our Consultation Coordinator:

Roger Pugh

Department for Work and Pensions’ Consultation Coordinator,
Room 2A,

Britannia House,

2 Ferensway,

Hull

HU2 8NF

Phone: 01482 609571

Email: roger.pugh@dwp.gsi.gov.uk

Yours faithfully,

Pam Bryson

Policy and Legislation - Financial Assistance Scheme
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SECTION 1: Introduction



The Financial Assistance Scheme

Background

The original scheme

1. The Financial Assistance Scheme (FAS) was designed to help those who had
suffered significant losses to their pensions as a consequence of employer
insolvency between 1 January 1997 and 5 April 2004. It was first announced on 14
May 2004 but, since then, has been successively extended a number of times,
covering more people and offering increased benefits.

2. An operational unit based in York opened for business on 1 September 2005
to administer the FAS - the FASOU.

The December 2007 announcement

3. On Monday 17 December 2007 the then Secretary of State announced a
significant extension to the FAS. The extension provided that:

= the proportion of accrued pension covered by FAS would be increased from
80 to 90 per cent

= this amount would be subject to a cap of £26,000 the value of which would be
protected

» payments derived from post-1997 service would be increased in line with
inflation, subject to a 2.5 per cent limit

= assistance would be paid from the scheme’s normal retirement age, subject to
a lower age limit of 60

» those who are unable to work due to ill-health would be able to apply for
access from the age of 60, subject to actuarial reduction

= where the share of scheme funds allows, people would be able to commute
some portion of their assistance to a lump sum

* FAS would be extended to members of schemes which wound up under-
funded where the employer is still solvent.

This extension would be part-funded by taking into government the assets remaining
in the schemes. The additional cost of this package takes the total government
commitment to £2.9 billion Net Present Value (£12.5 billion in cash terms).



A copy of the statement made on 17 December can be found on this link:
http://www.dwp.gov.uk/lifeevent/penret/penreform/fas/pensions-hoc-statement-17-12-

07.pdf

The future scheme

4. Taking in the scheme assets has significant implications for the way the FAS
operates. At present scheme trustees proceed to wind-up their schemes in the
normal manner® identifying the share of the remaining assets that the individual
member is entitled to and using this share to discharge the scheme liability to the
member, usually by buying an annuity for him from an insurance company. The FAS
then provides top-up Assistance payment which mean the member gets 90 per cent
of their accrued pension.

5. When the Government takes in the assets remaining in the pension schemes,
no annuity will be purchased and the FAS will take on responsibility for making the
complete payment for the relevant scheme members. The Government estimates
that around half of the schemes eligible for the FAS will transfer at least some of their
assets to government.

Changes already implemented
Assistance

6. Given these complexities, the Government has implemented the changes in
stages, to give priority to those elements which offered the most help to the FAS
members. These key elements of the Announcement have already been
implemented through two sets of regulations which came into force in 2008.?

= The proportion of the pension accrued at the date of wind-up covered by the
FAS has been increased from 80 to 90 per cent.

= Assistance is now paid from the scheme’s normal retirement age, subject to a
lower age limit of 60 and an upper limit of 65.

= Those who are unable to work due to ill-health are able to apply for access up
to five years before their normal retirement age (rather than from the age of 60
as announced in December 2007), subject to actuarial reduction.

= the FAS has been extended to members of schemes which wound up under-
funded where the employer is still solvent.

1 The Government has stopped annuitisation where schemes have not entered a binding agreement
with an annuity provider or obtained DWP approval. These schemes will eventually transfer their
assets to government.

2 The Financial Assistance Scheme (Miscellaneous Provisions) Regulations 2008 (S| 1432 of 2008);
The Financial Assistance Scheme (Miscellaneous Amendments) Regulations 2008 (Sl 1903 of 2008)


http://www.dwp.gov.uk/lifeevent/penret/penreform/fas/pensions-hoc-statement-17-12-07.pdf
http://www.dwp.gov.uk/lifeevent/penret/penreform/fas/pensions-hoc-statement-17-12-07.pdf

7. In addition, the Government has recently laid Regulations® before Parliament
to allow for early access, without actuarial reduction, where a qualifying member has
a progressive disease and, as a consequence, has a reduced life expectancy.

8. Further regulations have been made to make an exception to the FAS scheme
gualifying conditions to capture those pension schemes where the employer’s
insolvency event was before 6™ April 2005 and the pension scheme started to wind
up after 5" April 2005 - members of such schemes previously failed to qualify for
either the FAS Assistance or Pension Protection Fund (PPF) compensation. The FAS
Scheme Manager can now consider whether such schemes can qualify for the FAS.*

9. It is now the case that all affected people who have reached their normal
retirement age are eligible to be paid 90 per cent of the pension they had accrued at
the point their scheme began to wind-up (where relevant, restricted to the level of the
cap) as either a final or an initial payment. As at 30 January 2009, the FASOU had
qualified 793 schemes for the FAS and assessed 12,526 people for payment. Of
these 10,169 people are receiving payments, 566 will be paid once they have
confirmed their personal details, and a further 1,791 will be paid when they reach
their normal retirement age. 51 people are being paid early under the ill-health
provisions.

Administration

10. From 17 July 2008 Regulations provided for the Board of the PPF to help
schemes that had not yet wound up to prepare for the transfer of their assets and
liabilities to the Government and for providing advice to inform the development of
the long-term administrative arrangements.

The remaining changes

11. In parallel with implementing these changes, the Government has been
developing the policy to implement the remainder of the December 2007
announcement. The Government envisages these elements being implemented in
two phases:

» a package of Regulations that are the subject of this consultation and that the
Government plans to introduce this Summer (the Summer Regulations); and

= a further package of Regulations to be consulted on in detail later this year,
but details of which are included in this consultation on a preliminary basis (the
further Regulations).

3 The Financial Assistance Scheme and Incapacigl benefit (Miscellaneous Amendments) Regulations
20009 laid before Parliament on 11 February 2009. ]
4 The Financial Assistance Scheme (Amendment) Regulations 2008. SI 2008/3069



The Summer Regulations

12. The Summer Regulations are the subject of this consultation and would make
changes to both the Assistance structure and the management and administration of
the FAS.

13. The draft Regulations seek to implement the remaining parts of the Assistance
structure for those FAS qualifying members whose schemes will not be transferring
assets to government. These are:

» the indexation of payments derived from post-97 service;

= maintaining the value of the cap;

» treatment of different tranches of accrued pension (covering split retirement
ages); and

= extending survivors’ rights to dependent children and surviving partners.

14.  The most significant change to the administration proposed here is to confer
on the Board of the PPF the functions of the FAS scheme manager, now exercised
by the Secretary of State for Work and Pensions. These draft Regulations also seek
to make some changes to some FAS administrative procedures, which operational
experience has demonstrated would be useful.

15.  Throughout the development of these proposals the Government has tried to
apply certain principles. These are to:

= achieve a broadly consistent outcome for all FAS members, regardless of
whether they have an annuity, took a transfer from their scheme or are
members of schemes which will be transferring their assets to government;
» implement the detail of the December 2007 announcement;
= have regard to the overall cost to the taxpayer; and
= take account of the characteristics of the compensation offered by the PPF.
16. Where any of the proposed changes would otherwise result in reducing final
payments, transitional arrangements are proposed to protect the amount of
Assistance being paid to those already receiving such final payments at the point the
new Regulations come into force. (See section on transitional protection later.)
17. These proposed changes will require the introduction of new actuarial factors
and the amendment of existing ones. Section four of this Document covers this issue.
Further Regulations
18. The Summer Regulations would not finalise the position of those who are

members of schemes which will transfer their remaining assets to government. The
Government has, however, described in this consultation document how we intend to



structure their Assistance, so that readers can see the full picture before commenting
on the changes we plan to implement in the Summer Regulations.

19. It is important to note that members of these schemes who are over, or who
reach, their normal retirement age before the transfer of assets occurs, will continue
to be eligible for payments from their scheme and/or initial payments from the FAS,
so they will be paid at least 90 per cent of their expected pension. In addition, those
who qualify for interim ill health payments will receive these payments from the FAS
and members who are assessed as being terminally ill will receive initial payments
from the FAS and/or interim payments from their scheme.

20. Finally, this document includes a section, which aims to give an early
indication of the Government’s initial ideas on proposals to implement the transfer of
the assets remaining in FAS qualifying schemes to government.

General issues

Q1. The Government would be interested in whether anyone thinks there
could be an adverse impact on the position of disabled people from
these changes.

Q2. The Government would be interested in whether anyone thinks there
could be an adverse impact on the position of men or women from these
changes.

Q3. The Government would like any comments in relation to whether the
draft regulations achieve the expressed intentions.



SECTION 2: The Government’s
proposals in the structure of the
Assistance



Assistance Structure

CURRENT POSITION

1. A member or former member of a pension scheme has to be a qualifying
member of a qualifying scheme in order to be eligible for the FAS. Once this
condition has been met, the amount of Assistance due is 90 per cent of the expected
pension, capped if necessary to a maximum level, less the amount payable by the
scheme.

2. The FAS also provides survivor Assistance for a spouse or surviving civil
partner.

Scheme qualification

3. Legislation currently sets out the qualifying conditions that schemes have to
satisfy to be eligible for the FAS. These conditions generally include the requirement
that:

= they are not money purchase schemes; and

= they began to wind up between 1 January 1997 and 5 April 2005.

4. Certain exceptions have been introduced to allow those schemes which
previously failed to meet the FAS and the PPF qualifying conditions, due to
conflicting insolvency and winding up dates, to now qualify for the FAS.

5. Further, the sponsoring employer of the scheme must either be:

insolvent: that is have had an insolvency event or be considered by the FAS
scheme manager as unlikely to continue as a going concern; or

solvent: where the FAS scheme manager is satisfied that:

= an appropriate proportion of the debt will be discharged;

= the employer has discharged its Section 75 debt to the value of the Minimum
Funding Requirement;

= the employer would have been unable to pay its debts and it was reasonable
that the debt was not discharged,; or

= avalid compromise agreement was made.

6. These draft Regulations are making no changes to the scheme qualifying
conditions. This is an area which the Government continues to monitor in view of its
aim that the FAS should be available to members of all appropriate schemes.

7. At present scheme trustees proceed to wind-up their schemes in the normal
manner®. Part of this involves identifying the share of the assets that the individual

5 The Government has stopped annuitisation where schemes have not entered a binding agreement
with an annuity provider nor have DWP approval. These schemes will eventually transfer their
assets to government.



member is entitled to and then using this asset share to discharge the scheme
liability to the member. The trustees can buy an annuity for the member from an
insurance company, transfer the asset share into another pension vehicle or, if the
amount is below the threshold set by Her Majesty’s Revenue and Customs, commute
the benefits payable. Where the scheme was contracted-out of the State system, the
trustees may have the option to use all or part of the asset share to reinstate the
member back into the State system retrospectively.

8. Where a pension scheme qualifies for the FAS the scheme will provide the
FASOU with relevant information about individual members to allow the FASOU to
calculate the level of Assistance due.

Member qualification

9. A member of a qualifying scheme qualifies for the FAS if they belonged to that
scheme immediately before the scheme started to wind-up and the scheme was not
able to fully cover their accrued rights. This can include:

(i) people in receipt of a pension based on their contributions into the scheme
when wind-up began (pensioner members);

(i) people who were still contributing into the scheme when wind-up began
(active members);

(i) those who had left the scheme, but still had accrued rights held by it
(deferred members);

(iv) those with rights in the scheme as a consequence of a divorce settlement
(pension credit members);

(v) someone being paid because they meet the survivor conditions in the
scheme.

Payments

10. Assistance is payable from either the qualifying member’'s Normal Retirement
Age (NRA) or from 14 May 2004, whichever is the later® For the purposes of FAS, a
person’s NRA is defined as “the age specified in the rules of that scheme at which
that member will normally retire”. Where the NRA is lower than age 60, normal
entitlement will begin at 60; where the NRA is higher than age 65, entitlement will
normally begin at 65.

11. There is no entitlement for any period prior to 14 May 2004, when the FAS was
first announced. So, for instance, if a scheme began to wind up in 1998 and a
member reached normal retirement age in 2000, they would not receive any
Assistance in respect of the period between 2000 and 2004 - although the scheme is
likely to have made relevant payments during that time.

6 Regulation 17 of the Financial Assistance Scheme Regulations 2005.
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12. When a qualifying member reaches his date of entitlement the FASOU check to
see if they have sufficient information to enable the calculation of the qualifying
member’s final entittement (Annual Payment).

13. Where such information is available the FASOU assesses the amount of
assistance due. The basic calculation is broadly:

(i) the expected pension is calculated up to wind-up using the scheme’s own
rules;

(ii) this amount is then revalued to the date of entitlement to Assistance, if the
scheme offered revaluation. The revaluation rate is the Retail Price Index or 5
per cent per annum compound, whichever is the lower;

(iii) the result of this sum is reduced to 90 per cent;

(iv) where the result of this sum is more than the cap, it is reduced to the cap
amount.

14. This gross Assistance is then reduced by the amount of any pension paid to the
member from their scheme.

15. The full information needed to calculate final entittement (the Annual Payment)
is normally only available when the scheme reaches the point where they can
discharge their liability towards the individual (ie. is ready to annuitise or make some
other payment to the member). In the meantime the FASOU can make initial
payments - payments on account of entittement to an Annual Payment. The scheme
may also be making payments on account to the member (an interim pension) prior
to discharging its liabilities as described above. In that case, the FASOU will top up
this interim pension to 90 per cent of the expected pension.

16. Since both FAS initial payments and scheme interim pensions are made on
account of entitlement, they need to be reconciled when the scheme discharges its
liabilities to each member and Annual Payments can be calculated.

PROPOSALS

Date payment begins

Different payment ages

17. The Government has been asked to consider paying with reference to a
different age. Examples were quoted where schemes allowed for earlier retirement
with an unreduced pension where the member was made redundant or where the
employer or trustees consented.

18. It is the Government’s intention to recognise an earlier retirement age where

the scheme’s rules provided for earlier retirement based on length of service or age
plus service (subject, of course, to the normal limitation of a lower limit of age 60).

11



However, the Government is not proposing to recognise retirement ages based on
other contingent factors, such as redundancy or employer consent, as any such
provisions in the scheme rules fall away when a scheme begins to wind up.

19. The Government has been asked to consider circumstances where some
individuals report that their scheme operated a system whereby members were
permitted to take an unreduced scheme pension at an earlier age than in the scheme
rules but where scheme rules were not changed (perhaps because there had been
no desire to commit to the change long-term or to incur costs). The Government is
not proposing to recognise such unofficial agreements. This is because it would be
difficult to establish, with any degree of certainty, which practices were sufficiently
well-established to be recognised and it could lead to inconsistent results across the
FAS membership. In addition it could result in taxpayers paying more than the
scheme was legally required to provide.

Pre-14 May 2004 FAS announcement

20. The Government has been asked to consider whether entitlement to the FAS
could be backdated for those individuals who reached their NRA earlier than 14 May
2004. The Government committed itself to consider this issue again,” but, after
looking at the arguments, still believes that paying only from the date the FAS was
first announced - 14 May 2004 - is right. Assistance is not designed to replace all lost
scheme entitlements and this proposal was not part of the final settlement as set out
in the December 2007 announcement. In addition, in relevant cases the expected
pension is currently revalued from the date of wind-up to the date Assistance is
payable from - i.e.14 May 2004.

Early access

21. Some schemes allow members to take their accrued pension at an age earlier
than NRA, albeit at a price - the scheme normally applies a reduction to recognise
that the pension was likely to be paid over a longer period. Sometimes this early
access was unconditional after a certain age and sometimes it would only be
possible with employer and/or trustee consent (and consent was less likely to be
given where the scheme was in financial difficulty). This type of early access has
never been an aspect of the FAS, but the Government has been asked to
consider whether reduced early access to Assistance could be provided for anyone
who requests it. However, while paying reduced Assistance over an individual's
lifetime would be cost-neutral, it would bring costs forward (an important issue for
an assistance scheme like the FAS which operates on a pay-as-you-go basis). The
additional value generated by bringing into government the assets remaining in
schemes will to help fund the improvements to the FAS announced in December
2007. Unrestricted early access was not a part of that announcement and the
Government is not proposing to change this.

22. However, the Government has put in place Regulations which allow access to
Assistance earlier than NRA in exceptional circumstances:

7 In the Government’s response to the responses to the consultation on the draft Financial Assistance
(Miscellaneous Provisions) Regulations 2008, published on 29 April 2008.
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= ill-health: Where a qualifying member is unable to work due to ill-health, will
remain so unable until his NRA and is within five years of his NRA, he can obtain
access to his Assistance. The amount is actuarially reduced to reflect the fact that
payment is being made earlier and potentially longer than expected.

» terminalillness: Any qualifying member who has been diagnosed as terminally ill
- that they have a progressive disease and death as a result of that disease can
reasonably be expected within six months - is given access to their Assistance
from the day they notify the FAS administrators. It is paid without any early access
reduction.

23. In addition the Government has today laid before Parliament draft Regulations
which would allow any qualifying member to access their Assistance early where they
are over age 55, unable to work due to ill-health and have a progressive disease and
as a consequence they may reasonably be expected to die within five years.
Assistance will be paid without any early access reduction.

24. These provisions are not affected by the proposed changes in these draft
Regulations. Where an individual is given early access and has tranches due at
different ages the Government intends to uplift/reduce the expected pension based
on the NPA of the tranches, in the same manner as is described above.

Q4. Opinions are sought on the Government’s approach to deciding
when entitlement should begin.

The expected pension
Rights accrued at different dates

25. There is an outstanding issue with regard to the NRA which the Government
promised to consider at this stage.® Some qualifying members have built up part of
their pension rights based on an age that was earlier or later than their NRA. This
can occur when, for instance, a scheme increases its pension age: the accrued
service up to that point is still payable by reference to the earlier age.

26.  Prior to 6 April 2006 tax rules required a person to take their pension in full,
regardless of the differences described above. Schemes generally adjusted the
various tranches actuarially to the date the pension was put into payment. The PPF
takes a different approach and currently pays compensation based on each tranche,
at each payable date. However, such an approach brings costs forward - not a
particular issue for a funded system such as the PPF, but important where a system
is, like the FAS, being operated on a pay-as-you-go basis. It also leads to many small
payments being made for a short period prior to the main retirement date, with
disproportionate administrative costs. The Government believes that using limited
funds to pay tranches as they fall due (which could only be funded by cutting the FAS
benefits somewhere else) would not be the best use of those funds.

8 In the Government'’s response to the responses to the consultation on the draft Financial Assistance
(Miscellaneous Provisions) Regulations 2008, published on 29 April 2008.
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27. Instead the Government intends to recognise the value of these tranches
actuarially. Assistance will still be payable at the single NRA, but where an individual
had a tranche of scheme pension accrued to an earlier date, the amount used in the
calculation of Assistance will be uplifted to acknowledge that date. Similarly where a
person had accrued part of their scheme pension to a later date, that part will be paid
as a reduced amount at the earlier NRA.

28. These adjustments will be done using actuarial factors which are intended to
achieve actuarial neutrality. The example below demonstrates how this will work.

Example 1

Anne was age 50 when her scheme went into wind up. She has an NRA of age 65. In
her scheme she had built up some pension entitlement based on a pension age of 60
and some with a pension age of 65. Revalued to the date that wind-up started these
were £1,000 a year and £3,000 a year respectively. FAS will pay Assistance at the
NRA of 65.

The first tranche of accrued pension of £1,000 is revalued from the date of start of
wind-up to age 65 which produces an amount of £1,500. A factor is applied to this
amount which increases the figure to £1,759.50 a year because this tranche was built
up on the basis of the earlier pension age.

The second tranche of £3,000 is revalued from the date of start of wind-up to age 65
which produces an amount of £4,500.

These two figures are added together to get the total expected pension of £6,259.50
a year. Assistance is 90% of this amount which is £5,633.55 a year. FAS will pay
Anne the rate of Assistance, less the amount of any annuity being paid.

Q5. Comments are invited on this method of reflecting past entitlement to
different tranches of accrued rights.

Step-ups and Step-downs (bridging pensions)

29. Most pension scheme members have the amount of their pension set at
retirement and the only change is where indexation is applied. However, a few
schemes have a more complex arrangement of “step downs” (sometimes known as
bridging pensions) or “step ups” built into the scheme rules. The most common
example is where a man who retires at age 60 is paid a higher pension which then
goes down once the state retirement pension comes into payment at 65.

30. At present FAS takes no account of any prospective changes to the expected
pension, but is 90 per cent of the pension due at normal retirement age (NRA). Thus
an individual with a “step down” expected pension will, at age 65, be getting more
than 90 per cent of the pension they could have expected to get from the scheme at

14




that age. Conversely someone with a “step up” will not receive FAS based on the
higher expected pension at the point of the step up.

31. When schemes with such rules come to buy their members annuities they take
two different approaches. They either:

(1) reflect the change in the annuity, so that payments go up or down at the
relevant time; or

(i) smooth the changes across the lifetime of the annuity. In the case of a
step down structure, this results in lower payments before the step down
would have occurred, but higher payments afterwards.
32. The Government is proposing that, for FAS qualifying members who are being
annuitised, Assistance will follow the approach taken by the scheme where there is a
step down. That is:
(a) where the scheme has reflected the step down in the annuity structure,
Assistance will be based on the expected pension at NRA and then go down
to reflect the expected pension at the point the step down applies in the
annuity;

(b) where the scheme has smoothed the changes across the annuity, the
Assistance will also be smoothed into the future, using actuarial neutrality.

Step ups
33. The Government understands that it is very uncommon for schemes rules to

apply step-ups to members’ rights. However, where such a scheme comes into the
FAS, we intend to take account of it in the manner previously described for tranches.

Q6. Comments would be welcomed on the treatment of pension step-ups
and step-downs in the FAS
Assistance calculation

34. The basic structure of Assistance will not change. The underlying principle
remains that qualifying members will:

» to the day before wind-up, have their accrued pension calculated under the
rules of the scheme (including, where relevant, the contracted-out rules); and

= from the day of wind-up, FAS rules apply.

35. What this means is that:
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(i) someone who was a pensioner before wind-up will generally have their
Assistance based on the amount in payment the day before wind-up (which
will include any increases applied by the scheme for indexation);

(i) someone who was a non-pensioner member at wind-up will have their
accrued rights revalued under scheme rules to the date of wind-up. Where the
scheme would have revalued part, or all, of the accrued rights, the FAS will
continue revaluation of the same proportion, but at RPI capped at 5 per cent
per annum compound generally to the date Assistance begins.

(i) someone who reached their NRA before 14 May 2004 will have their
accrued rights revalued from the later of NRA and the start of wind up to 14
May 2004. This revaluation will be at full RPI.

36. The approach to revaluation described above at paragraph 35(ii) is long-
standing, having been in place since the establishment of the FAS. It is designed to
offer partial protection in deferment of the value of the accrued rights at wind-up,
where the scheme would have offered such protection. The Government has been
asked to consider the position of those who, had their scheme been fully funded at
the point of wind-up, would have benefited from a higher level of protection
and which may have been of particular value to the younger members of the scheme.
While Assistance is based on what schemes offered, where schemes did not follow a
consistent pattern the Government considers that it is necessary to standardise, to
ensure some consistency of outcomes for all qualifying members and to keep the
cost of administration as low as possible. Revaluation is one of these areas. The
Government has no proposals for changing the FAS approach to revaluation, which
is also the approach used by the PPF.

Example 2

Susan has an expected pension of £4,400 a year when her scheme enters wind-up
and has ten more years until she reaches her normal retirement age. Under the
scheme rules half her expected pension was revaluable.

Therefore the FAS revalues this half from the date wind-up begins to the date Susan
reaches her NRA. At retirement the value of that half of her expected pension is
£2,800. The other half has not been revalued and remains at £2,200.

At retirement, Susan’s total expected pension is £5,000 (£2,800 + £2,200). The FAS
pays £4,500 (i.e. 90% x £5,000).
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Actual pension

37.  Qualifying members of a scheme which discharges its liabilities to the member
in the normal way receive sufficient Assistance to bring up their total (or assumed)
income from an annuity policy and/or lump sum from their scheme (their “actual
pension”) to the specific FAS level. This includes those:

. who have been annuitised by the scheme;

. who transferred their share of scheme assets out of the scheme;
. who had their remaining asset share trivially commuted;

. who were reinstated into the State Additional Pension.

38. The core of the FAS structure is a comparison of the expected pension and
the actual pension the qualifying member will get. The original FAS was a limited
scheme which had to operate without imposing unnecessary administrative burdens
on either schemes or the Government. Thus the amount of “actual pension” used in
the calculation of Assistance was based on the annuity rate quoted to the scheme by
the provider. This quote would be made by reference to different dates (such as the
date of wind-up or the date the member left the scheme) and is referred to as the
“certification date”. The result is that Assistance paid may vary for individuals whose
circumstances are otherwise the same, depending on the certification date used in
their calculation.

39. In making the final calculation of Assistance (the Annual Payment) the
Government intends to address this inconsistency. It intends to identify the actual
amount of annuity in payment and reduce the gross Assistance by this amount.
Those already in receipt of Annual Payments will have their assistance re-assessed
under the amended regulations. Where this re-assessment reduces the amount due,
the Government is proposing to protect the amount of that Annual Payment so that
no one experiences a reduction in the amount they are getting.

Example 3

James, who has not reached his NRA, has accrued an expected pension of £3,000 a
year when his pension scheme enters wind up significantly underfunded. When his
pension scheme completes wind up it purchases a deferred annuity with his share of
scheme assets that increases by 3% each year. The rate of the annuity is £1,000 a
year when it is purchased, but the amount is revalued up to his NRA when it starts to
be paid.

When James reaches NRA his revalued expected pension is £3,600 a year and his
revalued deferred annuity is £1,300. The FAS makes a top-up payment of £1,940,
which makes James’ total income £3,240 (i.e. 90% x £3,600).
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40. Where a qualifying member has not been annuitised by the scheme (or has
taken a retirement lump sum with a reduced annuity) a notional annuity is calculated
based on the lump sum received by the member, using actuarial factors designed to
replicate the amount of annuity that could have been bought for him by his scheme,
on bulk annuity terms, at the time the lump sum is taken. This will continue, where
appropriate. The factors will be updated to take account of the proposed changes
described in this document.

Q7. Comments would be welcomed on this approach.
The Cap

41.  Assistance payments have always been subject to a maximum limit. When
FAS first began the cap was £12,000. Amending regulations were passed increasing
this cap to £26,000°. The FAS cap is absolute: for instance, it is not affected by the
age at which the Assistance is paid. In the December 2007 announcement the
Government said it would protect the value of the cap. It is proposing to do this by
relating it to the increase in prices - the Retail Price Index (RPI) - measured annually
from September to September.

42.  The current £26,000 cap was announced in March 2007. It is our intention to
increase this amount from April 2007 and then from April 2008 and April 2009.
Anyone who had the £26,000 cap applied to their Assistance when they retired
during these years will have their payment increased. If, as the Government
proposes, the cap is increased by RPI, this would give a cap of:

(a) £26,000 for anyone whose entitlement begins before 1 April 2007

(b) £26,936 for anyone whose entitlement begins between 1 April 2007 and 31
March 2008

(c) £27,987 for anyone whose entitlement begins between 1 April 2008 and 31
March 2009

(d) £29,386 for anyone whose entitlement begins between 1 April 2009 and 31
March 2010.

Subsequent increases will depend on the level of RPI in following years.

Q8. Comments are invited on the Government’s intention to increase the
FAS cap from 1 April 2007 and to re-assess Assistance for any individual
already capped.

43. The Government has also legislated for a cap on PPF compensation. While
both the PPF and the FAS apply the cap in the same manner - once at the point of
entitlement - the PPF cap operates differently to the FAS cap. For instance it is set at
age 65 - anyone who takes their compensation earlier than this, for whatever reason,
has a lower cap applied, in order to put them in the same situation as a similar
individual who receives their compensation at an earlier age. Furthermore, the PPF

9 The Financial Assistance Scheme (Miscellaneous Amendments) Regulations 2007 S| 2007/3581.
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cap is applied before the reduction to 90 per cent, while under FAS the cap applies
afterwards. Finally, because the PPF was designed for future pensioners who can
still be accruing entitlement in their schemes, the compensation cap is increased
annually by the rate of the general level of earnings.

44. The Government is not proposing to align the operation of the FAS cap with
that in the PPF. It believes they are operating in two different arenas and therefore
need to apply differently. The proposed approach in the FAS means that the
Government is delivering what it committed to in the December 2007 announcement
- that FAS members will get 90 per cent of their accrued pension at NRA, subject to a
cap of £26,000 the value of which will be maintained. Using the PPF approach could
mean that some individuals with an NRA below 65 would get less than this amount.
However, this proposal does mean there will be situations where someone receiving
Assistance will have a different cap applied than they would have had applied to their
PPF compensation had they been eligible for the PPF rather than the FAS. This cap
could be both higher or lower, depending on the NRA of the individual and the
differences between the Retail Price Index and National Average Earnings in the
future.

Q9. Comments are invited as to whether a fixed cap increased by RPI, or
a cap which varies according to age at which Assistance is paid and
increased by NAE, is the appropriate approach for the FAS.

Indexation

45. In the December 2007 announcement the Government committed to annual
indexation of payments derived from post-1997 service in line with inflation, subject
to a 2.5 per cent limit. This means that where a qualifying member had accrued
entittement on or after 6 April 1997 in their expected pension, the relevant proportion
of their Assistance will be increased annually. The increase will be based on the RPI,
up to a maximum of 2.5 per cent per annum. This is the amount that on-going,
defined benefit occupational pension schemes are currently required to provide on
current accrual.

46. The Government has carefully considered how to implement this commitment
in a way which will deliver a fair and consistent outcome for all members — those who
will receive an annuity from their scheme topped up by Assistance and those whose
schemes will be transferring assets to government and who will, therefore, receive
Assistance alone. For this latter group it will be relatively straightforward to ensure
that their Assistance indexes the whole of their payment derived from post-97
service, as example 4 shows.
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Example 4

Amira has Assistance of £5,000 a year, and no actual pension from her scheme. Her
Assistance is based on a pension that she earned entirely after 5 April 1997.

In the first year after she starts getting Assistance payments the RPI is 4%, but the
cost of living increase is capped at 2.5%. This means her Assistance increases by
2.5% to £5,125 a year. (=102.5% x £5,000).

In the second year the RPI is 1.5%. This is below the cap and so Amira receives the
full 1.5% increase, which takes her Assistance to 5,202 a year (=101.5% x £5,125).

47. This same approach can be applied where, as described above, a notional
annuity has been calculated. The Government is proposing to calculate (or re-
calculate) notional annuities assuming the annuity is indexed in line with its
proposals. Therefore a qualifying member with such a notional annuity will get their
full indexation entitlement through the FAS top-up.

48. However, the situation where the member will receive an annuity from the
scheme is different. The Government understands that some scheme trustees have
chosen to use members’ asset shares to purchase lower annuities with indexation,
while others have bought higher annuities which are flat rate. Ignoring this difference
would mean:

= |If a member were to have an annuity secured without indexation and we were
only to pay post-1997 indexation across the balance of the FAS assistance,
then such members could receive significantly less scheme-related income
than a comparable member who received all of that income from FAS. The
Government estimates that, for a member with all service after 1997 and
where inflation was at least 2.5 per cent in each year, a member could receive
around 22 per_cent less income than a counterpart after 10 years of
revaluation.

= Some annuities will contain more indexation than the post-1997 increases a
member would stand to get if their assets were transferred to government. If
we were to ignore this, such members would get significantly more indexation
than a comparable member. The Government estimates that a member with
all service pre-1997, but with an annuity increasing at 5 per cent a year fixed,
could receive around 39 per cent more overall after 10 years of revaluation.

49. In addition, the impact could be variable across individuals in similar situations.
For instance, two individuals could have had the same asset share, but end up with
different outcomes, because one scheme chose to buy indexation in its annuities and
the other did not.
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50. The Government is, therefore, proposing to pay increases for post-April 1997
service on the gross Assistance, including any part secured by an annuity. To
balance this, it is also proposing to offset any additional annuity indexation above the
amount that would be derived from post-1997 service, from the amount of Assistance
payable. However, for those qualifying members with annuities from their scheme
who are in receipt of Assistance when these proposals come into force, it is the
Government’s intention to provide transitional protection on the amount in payment at
that point: as a result their Assistance payments will continue to be paid at the
existing rate until any future increases (such as could arise from the application of
post-97 indexation) overtake the amount in payment.

Example 5

Alan is retired and has an expected pension of £3,000 a year based on service after
1997 when his pension scheme enters wind-up. His pension scheme purchased an
annuity that pays him £1,000 a year, with no indexation, using his asset share from
the wind-up.

The FAS make a top-up payment of £1,700, which makes Alan’s total income £2,700
(i.e. 90% x £3,000).

In the first year inflation is 3%. However increases are capped at 2.5%, so a 2.5%
increase is applied to his total income of £2,700 which gives a new total income of
£2,767.50 (= 102.5% x £2,700). His new total income, less his annuity of £1,000,
gives a top-up payment of £1,767.50.

In the second year inflation is 1.5%. A 1.5% increase is applied to Alan’s total income
of £2,767.50 which gives a new total income of £2,809.01 and therefore his top-up
payment increases to £1,809.01 (= £2,809.01 - £1,000).

Example 6

Jo has an expected pension of £3,000 a year, which she built up entirely before
1997. She is not, therefore, entitled to increases from the FAS. Her total income
should be £2,700. She has an annuity of £1,000 a year with a fixed rate of increase
at 3% each year. Her Assistance is £1,700 a year which does not increase.

In the first year, her annuity increases to £1,030, which means her Assistance
reduces to £1,670, maintaining her total income at £2,700.

51. The Government has been asked to consider whether Assistance could be fully
indexed. The Government acknowledges that some FAS qualifying schemes had
rules providing for a higher level of indexation than it is proposing, but others offered
only the statutory minimum (perhaps with discretionary increases above that level).
To “round up” indexation would increase costs significantly as well as putting some
qualifying members in a better position than they would have been had their scheme
not wound up and also in a better position than those in the PPF. Further, while
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Assistance is based on what schemes offered, where schemes did not follow a
consistent pattern the Government considers that it is necessary to standardise, to
ensure some consistency of outcomes for all qualifying members and to keep the
cost of administration as low as possible. Therefore the Government is proposing to
provide indexation only in line with the December 2007 announcement.

Q10. Comments are invited on the above method of indexing
Assistance and, in particular, on the issue of taking account of the
level of indexation secured by the annuity and the method proposed to
do so.

Q11. The method proposed in the draft Regulations assumes that
annuities purchased for members will either be flat rate or indexed so as
to produce only increases. The Government would welcome evidence of
cases where annuities could potentially decrease as a result of deflation.

Assistance for survivors

52.

At present a widow, widower or surviving civil partner will be paid Assistance

on the death of the qualifying member. The amount is:

(a) where the member dies on or after the day on which the pension scheme
discharges its liabilities in respect of that member either

or

» half the amount of the final Assistance payable to the member immediately
before death; or

» if no final Assistance payment was yet payable, half the amount which
would have been payable to the member if the member had reached FAS
payment age;

(b) where the member dies before the day on which the pension scheme
discharges its liabilities in respect of that member, half the gross Assistance (ie.
expected pension x 90 per cent) due to the deceased qualifying member, less
whatever income paid to the survivor by the scheme.

53.

The December announcement did not refer to any changes in this area.

However, the Government has been asked to consider the situation of those who
may have expected to get something from the schemes, but were excluded from the
FAS. After considering the issue carefully, and taking account of the fact that assets
are being transferred to government, the Government is proposing to extend these
survivor benefits to certain other categories:

(a) surviving partners; and

(b) dependent children.

Surviving partners
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54.  Where a qualifying member on death had a surviving partner that partner may
be paid Assistance where:

(a) the scheme rules allowed for such payments (including where the scheme
rules gave trustees discretion to make such payments); and

(b) the partner had been living with the qualifying member immediately before
the qualifying member’s death; and

(c) the partner was either nominated by the qualifying member or, except
where the qualifying member had a surviving spouse or civil partner, can
demonstrate financial dependency or inter-dependency with the deceased.

55.  Where a qualifying member at his death had both a spouse or civil partner and
a surviving partner, the Government is proposing to allocate the survivor payment as
follows:

(1) the person nominated in writing by the qualifying member;

(2)  where no nomination exists, the spouse or civil partner.

56. The qualifying survivor will get, as now, the half payment described above.
Payments will, as now, continue until the death of the recipient. The payment will be
indexed, if the qualifying member would have met the qualifying conditions described
under the indexation paragraphs.

Nomination process

57. As described above, the Government intends the FAS to pay a survivor
payment to an unmarried partner where a nomination exists. It intends the FAS to
accept valid nominations made by the member to either:

= the trustees of the scheme; or
» the FAS scheme manager.

58.  This approach should be straightforward in the case of schemes still winding
up, where trustees will be able to pass relevant data on the scheme nominations to
the FAS. However, in the case of schemes which have already fully wound up,
access to scheme data will be difficult and, in some cases, impossible.

59. Itis the Government’s intention that the FAS will try to contact members of all
fully wound up schemes which had rules allowing the payment of unmarried partners,
asking if they wish to nominate a partner to receive the FAS survivor Assistance.
Where a FAS qualifying member has already died, the FAS will consider any
available evidence to show that a deceased member had made a scheme
nomination in favour of an unmarried partner before the scheme wound up.

60. The FAS nomination form will be:
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= available to download from the FAS website;
» included as part of a welcome pack for new members; and
» issued with standard letters when obtaining member information.

Trustees of schemes which are still winding up will be notified about the proposed
change, in advance of these draft Regulations coming into force.

Past entittlement and transitional provision

61. As with other extensions to FAS, the extended survivor Assistance will be
payable for past periods to newly eligible beneficiaries back to the day after the
member’s death or 14 May 2004, if later.

62. Where a member has already died in the period before these draft
Regulations introducing the new entitlement come into force, and that member had a
surviving partner who would be entitled to Assistance as a result of the proposed
changes, it is possible that a spouse or civil partner may already have been awarded
survivor Assistance under the current Regulations. The Government proposes to
provide transitional protection to such spouses and civil partners so they will continue
to be eligible for survivor Assistance payments, in addition to the newly eligible
partner.

63. Where FAS pays a surviving spouse or civil partner after the Regulations
come into force, only to find later that a surviving partner instead qualifies for
Assistance, the payment to the spouse will have been made in error. In such a case
the Government proposes to pay the eligible surviving partner from the day after the
member’s death and to stop future payments to the non-eligible surviving spouse or
civil partner. The erroneous payments may be recovered.

64. The Government intends to mitigate against the likelihood of this situation
arising by encouraging members to make FAS nominations as soon as possible. In
addition where FAS makes awards to survivors, the accompanying letter will make
clear the basis on which the award is being paid and the circumstances which might
lead to it being reviewed and/or overpayments arising.

Q12. Comments are invited on whether surviving partners of deceased
qualifying members should qualify for survivor payments and, if so,
whether the conditions should be as described.

Dependent children

65. Any dependent child of the deceased qualifying member will also be entitled to
Assistance. In this context child includes the qualifying member’'s natural born,
adopted, not yet born at date of death and any other child that was financially
dependent on the qualifying member.

66. Dependency is assumed for any child under the age of 18. After that age, the
child will only be accepted as dependent if they are in full-time education or unable to
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work due to a disability. Payment will continue for as long as the child meets the
conditions or until age 23, whichever is the earlier.

67. The amount payable depends on whether a payment is due to a
spouse/partner and the number of children. The overriding principle is that total
payments should not exceed 100 per cent of what was paid or due to be paid to the
deceased FAS member. Therefore, entitlement is as follows:

Number of Survivor benefits in | No survivor benefits in

children payment to a spouse, | payment to a spouse,
civil partner, partner civil partner, partner

One 25% 50%

Two or more 50% divided equally 100% divided equally

Where the member dies without the pension scheme having discharged its liabilities
towards that member, the FAS payment for any surviving dependant will take
account of any actual pension payable to that surviving dependant by the scheme in
the usual way.

68. Where a survivor or dependant ceases to be eligible (for instance in the case
of a dependent child, by reaching age 18 or 23) their proportionate payment will be
re-distributed amongst the remaining children.

69. As for the survivor payments described above, the payment will be indexed, if
they met the qualifying conditions described under the indexation paragraphs.

Q13. Comments are invited on whether dependent children should
qualify for survivor payments and, if so, whether the conditions should
be as described.

Polygamous marriages

70. Where a qualifying member dies and was a party to a legally recognised
polygamous marriage, the Government proposes to share the survivor Assistance
that would have been payable if there was a sole survivor equally between the
member’s spouses. The Government believes this is the approach taken by schemes
which have the discretion in their scheme rules to provide for such marriages.

Q14. Comments are invited on whether all legal spouses of a
polygamous marriage should qualify for an equal share of a single
survivor’'s Assistance.

Transitional protection

71. In a number of places the possibility of a reduction in current payments has

been noted as a consequence of the changes we are proposing. Where this might
occur it is the Government’'s intention to apply transitional protection to those
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payments where any qualifying member or survivor is in receipt of Annual Payments
at the point the legislation comes into force. The intention is that:

(1) all current recipients’ entittement will be re-assessed under the
amended provisions;

(i) the amount of entitlement will be compared to the amount currently in
payment; and

(i)  where the latter is higher and an instalment of an Annual Payment has
already been made, this amount will form the protected amount.

72. The Government proposes that this protected amount will not be increased.
However, where applicable, the underlying Assistance entitlement will be re-
determined as and when appropriate (for instance, where indexation is due). When
the amount of the entitlement overtakes the protected amount, the qualifying member
will be paid the higher amount. For example:

Example 7

Fred had been entitled to a FAS annual payment of £300 a year from June 2004. The
new regulations came into force in July 2009 and in September 2009, his entitlement
was re-assessed under the amended regulations. His new entitlement from June
2004 is £290. Part of his Assistance is indexed.

Although under the new regulations he would have been entitled to £290 in respect
of the period June 2004 to December 2004, the transitional protection applies,
meaning that he was entitled to the payments of £300 a year already paid.

This continues to be the case when determining the Assistance due and received
during 2005, 2006, 2007 and 2008. However, indexation increases between June
2004 and January 2009 increase his entittement to £300.50. As his entitlement is
now higher than his protected amount, he is entitled to the higher amount for the
period from January 2009. His payment in September 2009 will include an amount
for the past period.

73. The Government does not intend to provide transitional protection to members
receiving initial payments whose payments go down as a result of the changes
proposed in these draft Regulations™ Initial payments are payments made on
account of final entittement to an Annual Payment and can vary for a number of
reasons. As a result, the beneficiary cannot have the same expectation of them
continuing at any particular level compared with someone who has received a final
Annual Payment determination.

10 A small number of people have received transitional protection in relation to the initial payments
they were receiving when The Financial Assistance Scheme (Miscellaneous Provisions)
Regulations 2008 (SI 1432 of 2008) came into force. Provision is made in these draft Regulations
to carry forward that transitional protection.
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74.  We expect that the members receiving initial payments who are most likely to
be affected will be those who have a tranche of pension accrued to a later pension
age than their NRA.

Q15. The Government would be interested in any comments on the
proposal to offer transitional protection where these draft Regulations
would result in a lower entitlement for any qualifying member or survivor
who is in receipt of Annual Payments.

Future plans

75. As mentioned, the Government will be bringing forward proposals for a further
set of draft Regulations dealing with the issues raised by the decision to transfer the
remaining scheme funds into government. This includes the mechanisms to bring in
the assets and proposals relating to payments which depend on the amount of the
member’s share of the pension scheme assets (eg. lump sums).

76. In order to allow the reader to see the full picture, this Consultation Document
includes a brief description of how it is proposed to deal with these matters. Although
a separate, formal, consultation on these matters will be conducted when the
relevant draft Regulations are published, views are now invited, on a preliminary
basis, to help inform the development of the final proposals.

Early retirees

77. If the Government had not decided to take over the scheme assets a scheme
member who had taken early retirement before the scheme went into wind-up and
had not reached his NRA before that point could have expected his scheme trustees
to pay him an interim pension and then to buy him an annuity with his remaining
assets, which would begin paying immediately. Although the FAS would normally
only pay someone before their NRA on ill-health grounds, it is the Government’s
intention to pay people in this position Assistance from wind-up or 14 May 2004
(whichever is the later) instead of waiting until NRA.

78. The Government does not believe there are significant numbers in this
position and therefore a separate administrative procedure to pay them only what
would be produced by their asset share (i.e. what they would have got had the
scheme proceeded to annuitise) until NRA and Assistance thereafter is unwarranted.

Scheme members with high asset shares

79. Currently a scheme member with an asset share that is sufficient to buy an
annuity providing 90 per cent or more of their expected pension is not entitled to any
Assistance. However, when schemes transfer their remaining assets into
government, this situation will have to change.

80. Where a qualifying members’ asset share would have provided an annuity of
less than Assistance, no new issues arise.
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81. However, it is likely that some people’s asset share could have bought them
an annuity above the normal 90 per cent Assistance.'* Where individuals are in this
position the Government believes it would not be fair to pay them an amount of
Assistance based on the same rules as all other qualifying members. The
Government intends, therefore, to reflect the higher level of asset share in the
payments made.

82.  For these people the Government considered two approaches:
(a) paying an uplifted amount of Assistance to the full value of the asset share; or

(b) paying an Assistance payment calculated under the qualifying members’
scheme rules to the full value of the asset share when they reach their NRA.

83. The approach at (a) is administratively easier and would produce consistency
of treatment. However, since the Government expects most of these individuals
already to be receiving their pensions, such an approach could alter the shape of the
pension and/or ancillary benefits which they are currently receiving, and which they
might reasonably have expected to continue to receive.

84. The Government believes, however, that different arguments prevail for those
individuals who have an asset share higher than the value of Assistance calculated
under the standard rules but who are not in receipt of their pension. Firstly, they will
not have the same expectation of a certain structure of benefits and, secondly,
allowing them access to the different options available from a scheme when they
reach NRA is significantly more complex.

85.  Therefore, it is the Government’s intention that any qualifying member who is:

(1) in receipt of a pension from their scheme at the point the relevant
regulations come into force, will be paid Assistance based on the rules
of their scheme; and

(i) not in receipt of a pension from their scheme at this point will get
Assistance calculated in line with the normal rules, but to the full value
of their asset share.

Such members will not have the FAS cap applied to their Assistance.
Lump sums

86. In the December 2007 announcement the Government said “where the share
of scheme funds allows, people [will be] able to commute some portion of their
assistance to a lump sum”. It was the Government’s intention that this lump sum
would be the same as that which would have been available had the qualifying
member’s asset share been annuitised.

11 This is most likely to occur with those who were already in receipt of their scheme pension when
their scheme began to wind up and whose scheme was able to afford to continue to pay their full
pension during wind up, because of the way the priority orders are applied at wind-up.
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87. However, it has been found that there is little consistency in the approach
taken by trustees when purchasing annuities on the amount of lump sum which can
be taken. This is particularly the position where trustees have to deal with contracted-
out rights. For instance, some schemes allow for the commutation of 25 per cent of
the value of the full annuity, but others exclude from this commutation any part of the
annuity that represents contracted-out rights.

88. Therefore the Government is proposing to take a straightforward approach
which does not include any restrictions the trustees might have made on the amount
of the lump sum to take account of contracted-out rights. The Government proposes
to allow a qualifying member whose scheme has not discharged its liability towards
them and transfers relevant assets to government to take a lump sum when they first
access their Assistance. This lump sum will be the lower of:

(a) the value of 25 per cent of the Assistance payable; or

(b) the amount of the asset share calculated at the point their scheme’s assets
are transferred to government, revalued between that date and the date of
retirement.

89. Where a qualifying member decides to take a lump sum, their entitlement to
ongoing payments of Assistance will be reduced by an amount that takes account of
the lump sum paid on an actuarially neutral basis.

90. It has been suggested that the Government should allow for qualifying
members simply to take 25 per cent of their Assistance, without any maximum. The
Government has considered this but has decided against it, because it brings forward
significant costs to government. This is not an issue with a funded scheme such as
the PPF, but it is an important factor in a pay-as-you-go taxpayer-funded scheme. In
addition making such a provision for only those who are qualifying members from
asset transfer schemes would put them in a much more advantageous position in
relation to those who have been annuitised.

Tax and Assistance payments

91. FAS payments are subject to income tax under the Pay As You Earn (PAYE)
system. The rate of income tax which is charged on a member’'s Assistance will
depend on their individual tax code.

92. As a result of these proposed changes some FAS members may receive
payments which include an amount for a past period. In circumstances where this
past period covers more than one tax year, tax will be charged as if the payment
related to the current tax year only. This may result in an overpayment or
underpayment of tax. Members will be able to request that HMRC spread their
Assistance payment over the related tax years and adjust the tax charges
accordingly.
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SECTION 3: Administrative Changes
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Improvements to Operations

1. Some changes to the administration rules are required to take account of the
proposed changes to the Assistance structure and in preparation for the taking in of
scheme assets. For instance, as the Government is proposing to pay a survivor
payment to dependent children who meet the eligibility rules, there will be a need to
allow for a responsible adult to deal with the payments.

2. In addition, the Government intends to take this opportunity to make certain
changes to the administrative rules applying to the FAS which operational experience
has shown would offer some useful flexibility. Changes include:

(1) allowing Assistance to be paid at intervals other than monthly where it
seems _appropriate. At present Assistance has to be paid monthly. This can
mean making very small payments (for instance, under 50 pence) which is
administratively expensive.

(i) to_allow for payment in advance and arrears or _at a different period,
where it seems appropriate. It may be useful to align the payment of
Assistance with, for instance, payments made of an annuity.

(i) to provide for entitlement to be for a full month, where an individual dies
during that month. At present a qualifying members’ entitlement stops on the
day he dies and where that day is after the FAS payment day (the 21st) this
creates an overpayment from the date of death to the end of the month.
Seeking to recover such an overpayment from a recently bereaved family
seems to be unnecessarily insensitive. In addition, where it may not be
possible to put any survivor entitlement into payment immediately, a family can
be left without financial support. The Government is therefore proposing to
allow for the payment of a full month’s Assistance for the month of death. Any
survivor entitlement will still begin on the day after the death.

3. Finally, these draft Regulations contain amendments to the information,™
review™ and appeal™ Regulations which are a consequence of the proposed
changes to the Assistance.

Q16. The Government would be interested in any comments you would
like to make about the proposals described above
Reconciling payments made on account

4. As mentioned earlier, the FAS makes initial payments to members who have
reached their NRA (or who cannot work due to ill health) and whose schemes are still

12 Financial Assistance Scheme ( Provision of Information and Administration of Payments)
Regulations 2005/2189

13 Financial Assistance Scheme g Internal Reviews) Regulations2005/1994

14 Financial Assistance Scheme ( Appeals) Regulations 2005/3273
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winding up and cannot, therefore, send all the information needed to calculate the
member’s final entitlement. These initial payments are payments “on account” of FAS
final entittement, in the same way as interim pensions which may be paid by the
scheme during wind up are on account of a person’s final scheme pension.

5. When the FAS calculates a member’s final entittement (when the scheme has
purchased any annuity, or paid a transfer value or winding up lump sum for that
member) it does not currently take into account the actual payments made earlier.
Instead it calculates final entitlement (based only on the amount that the member
receives from that scheme when it discharges its liability to them) and then applies
that amount in respect of any past period. This is mainly for historical reasons.
When FAS was first set up it was a very limited scheme for those close to retirement
and any initial payments were made at a lower rate which meant that final entitlement
was almost always higher and arrears would be paid. However, because this meant
some members waiting a long time on lower payments while scheme was winding
up, FAS initial payments were increased to the same top up level as annual
payments.

6. The current approach leads to some members receiving less FAS overall and
some more. The following examples show how this can happen.

Example 8(i)

Graham'’s expected pension (EP) is £100
Graham’s scheme pays an interim pension of £50
FAS pays initial Assistance top-up to 90 per cent x EP £40
At end of wind up

Graham’s scheme buys an annuity of £60
FAS pays final Assistance top-up of £30

FAS applies amount of £30 to start of entittement meaning that
Graham can be required to repay part of the Assistance he received
prior to end of wind up although he only received a total of 90 per cent
x EP during that period.

Example 8(ii)

Malcolm’s expected pension (EP) is £100
Malcolm’s scheme pays an interim pension of £50
FAS pays initial Assistance top-up to 90 per cent x EP £40
At end of wind up

Malcolm’s scheme buys an annuity of £40
FAS pays final Assistance top-up of £50

FAS applies amount of £50 to start of entitlement meaning that
Malcolm has been underpaid prior to end of wind up, and is due FAS
arrears for the past period, although he has already received a total of
90 per cent x EP during that period.
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7. In many cases these differences are relatively small, but in others they can be
very significant. The broad scenarios are complicated further depending on whether or
not schemes pay arrears or seek to recover overpayments of scheme interim pension
for the past periods. Trustees have a wide discretion as to what interim payments they
make during wind-up and what form of annuity they purchase for members. However,
they must ensure that the total value of interim payments made and the value of the
annuity purchased do not exceed the member’'s share of assets. Typically whilst a
scheme might pay arrears, if it determined that an underpayment had been made
during wind-up, it would look to recover overpayments by buying the member a lower
annuity than would otherwise be the case. Further anomalies arise where a scheme
pays above FAS levels (more than 90 per cent of expected pension or over the cap)
and subsequently cuts pensions back.

8. When a scheme transfers its assets to government on completion of wind-up,
we will have the opportunity to determine the level of payments that the member
should have received while the scheme was winding up and to take this into account
when calculating the member’s final Assistance payments. However, the anomalies will
continue for members whose schemes have bought or will still be buying annuities
(because they have binding agreements with annuity providers to do so). We are,
therefore, proposing to change the way in which final Assistance is calculated so that
broadly speaking all members receive 90 per cent of their expected pension over the
whole period of their entitlement to Assistance (but see paragraph 14 below).

9. The draft Regulations provide a power for the FAS scheme manager to be
able to take into account all scheme interim pension and other payments, such as
arrears, from the start of the member’s entitlement to Assistance. This reconciliation
will show whether members have received less or more than their FAS entitlement for
the period before their final Assistance payments can be calculated.

10. The Government proposes that where the reconciliation shows that the
member has received, from scheme and the FAS combined, less than 90 per cent of
expected pension from the start of FAS entitlement until final FAS assessment, the
FAS will generally pay arrears for the past period.

11. The Government proposes that where the reconciliation shows that the
member has received, from scheme and FAS combined, more than 90 per cent of
expected pension from the start of FAS entitlement until final FAS assessment, the
FAS will generally:

= adjust future payments of Assistance to take the excess payments into
account over time (on an actuarial basis taking account of remaining average
life expectancy) for those with continuing entitlement to Assistance; and

= seek to recover the overpayment of FAS Assistance direct from those with no
ongoing entitlement to Assistance (for instance those whose scheme is able to
purchase an annuity above FAS levels at wind up despite having paid lower
interim pensions which resulted in initial payments being paid by the FAS).
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Example 9: payments balance

Caroline’s expected pension (EP) £1,000 a year
Her scheme pays an interim pension £600 a year
The FAS pays her an initial payment £300 a year

At the point of discharge - three years later

Caroline’s scheme buys an annuity of £550 a year
FAS full Assistance (EP x 90 per cent — AP) £350 a year

The reconciliation of the interim period shows

Gross entitlement of £900 x 3 £2,700
Received:

total interim payments from her scheme of £1,800
total FAS initial payments of £900

Which equals £2,700

Caroline is entitled to £350 Assistance for the future. She has received the
correct amount over the interim period.

If however her scheme had recovered overpayments from her for the higher
interim pension paid there would have been a net underpayment which the
FAS would pay as arrears.
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Example 10: net overpayment - ongoing entitlement
Deborah’s expected pension (EP)

Her scheme pays an interim pension
The FAS pays her an initial payment

At the point of discharge three years later

The reconciliation of the interim period shows:
Gross entitlement £900 x 3

Deborah received

Total interim pension from her scheme of

Total FAS initial payments of

At discharge the scheme paid Deborah arrears of
Total payment:

Therefore Deborah has been overpaid for this period by

The scheme buys an annuity of
FAS Full Assistance (EP x 90 per cent — AP)

£1,000 a year
£600 a year
£300 a year

£2,700

£1,500
£1,200
£300
£3,000
£300

£600 a year
£300 a year

The £300 overpayment is converted into a notional annuity using actuarial
factors designed to determine the additional annuity which could have been
secured for the member using the amount of the excess payment. If this were

calculated to be £20 a year:

net ongoing Assistance would be

£280 a year
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Example 11: net overpayment - no ongoing entitlement

Edward’s expected pension (EP) £1,000 a year
His scheme pays an interim pension £600 a year
The FAS pays him an initial payment £300 a year

At the point of discharge three years later

The scheme paid Edward arrears of £1,350

The reconciliation of the interim period shows:

Gross entitlement £900 x 3 £2,700
Received:

Total interim payments from his scheme of £2,400
Total FAS initial payments of £300
Therefore Edward has been overpaid by £300
Edward receives an annuity of £950 a year

Following wind up Edward has no ongoing entitlement to Assistance as he is
receiving more from his annuity than 90 per cent of his EP. His total scheme
payments in the three years prior to wind up are also more than 90 per cent of
the EP for those three years. Therefore the Assistance he received during
those three years is a recoverable overpayment.

12.  As with other changes to the Assistance calculation, the Government intends
that these changes should apply to those who have already had their final
assessment of Assistance calculated on the current basis. However, the change will
affect only those who would be better off as a result, as transitional protection will be
given to those who would otherwise be worse off.

13. The proposed power for the FAS scheme manager to take into account
scheme payments made from the start of entitlement is a discretionary one. Whilst it
is expected that the FAS scheme manager will exercise this discretionary power in
the ways outlined above, and in accordance with the principles set out in Managing
Public Money™, in all but exceptional cases, the Government believes that it is
appropriate to allow some flexibility to consider the specific circumstances of
individual scheme and payments.

14. For instance, there are a small number of members who reached their NRA
before their scheme wound up where that scheme started to wind up after 14 May

15 “Managing Public Money” published October 2007 by HM Treasury.
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2004. As FAS entitlement generally arises when a member reaches the later of NRA
or 14 May 2004, such members can have an entitlement date prior to the start of
wind up, and for a period when they will have been receiving their pensions in full
from their scheme. In such cases the payment reconciliation will need to take into
account that these members were entitled to receive 100 per cent of their expected
pension from their scheme up to the point of wind up.

15. The Government intends to work with the trustees of those schemes which will
still be winding up in the usual way, to ensure that they take our proposed approach
on reconciling payments into account when purchasing annuities and thus minimise
the effect on their members.

Q17. Views are invited on the proposal to reconcile payments made by
schemes and FAS from the start of FAS entitlement and prior to wind up.

Q18. Views are also invited on the exceptional circumstances in which it
might be appropriate for the FAS scheme manager not to bring
payments made by the scheme to account in determining future FAS
entitlement or recoverable overpayments — these will assist in drawing
up the necessary clear and objective criteria against which the FAS
scheme manager will exercise the discretionary power.

Information required from scheme trustees

16. To calculate the enhanced payments, the Government proposes to require
scheme trustees, or insurers where appropriate, to provide additional information
relating to:

* annuities secured;

= tranches of payments including details of revaluation an indexation;
» transfer payments made;

» interim pension payments made;

* |ump sums paid;

= amounts paid to restore state scheme rights.

The Government understands that the provision of this information will not be an
onerous task for trustees, administrators or insurers.

Q19. Comments are welcomed on whether this would be an onerous task
for trustees, administrators, managers, insurers and others holding
relevant information to undertake.

17. The Government proposes that trustees provide, on a quarterly basis, details
of scheme expenditure. In addition, the Government proposes that, by exception,
trustees also provide details of any significant changes in the investment of the
scheme’s assets. For example, any re-allocation of assets or change to asset
classes.
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18. These information requirements will assist the FAS in supporting schemes
through wind up and in the planning for the intended transfer of assets to
government.

Q20. The Government would welcome comments on the requirement to
obtain quarterly details of scheme expenditure against budget and
exception reports of significant changes to investment of the scheme’s
assets.

19. The Government also proposes to require trustees to notify the FAS if they
are:

* involved in, or are considering taking, any legal action or proceedings;

= entering, or in, arbitration;

= entering, or involved in, dispute negotiations; and/or

» involved in, or considering, negotiations intending to lead to a settlement or
compromise of any legal action.

This requirement will enable the FAS scheme manager to be aware of any cost
impact on the scheme and any potential delay in completing wind-up.

Q21. The Government would welcome views on this requirement.

Timings for the Provision of Information

20. At present there are a number of requirements on schemes and others to
provide certain information to the FAS scheme manager within certain time limits set
in legislation. The Government proposes to change the existing timescales for the
provision of information to include an additional requirement for accurate information
to be provided as soon as possible after these Regulations come into force. This
requirement will speed up the process of making payments of Assistance.

21. The Government proposes that, within one month of the death of a qualifying
member, information is provided in relation to any annuity which had been purchased
in respect of any survivor or which includes a survivor benefit. This information is
needed to determine the amount of Assistance payable to the survivor. This
timescale is proposed to ensure that where immediate payments are due they can be
processed as quickly as possible. However, where it is not possible or not
appropriate for any reason to supply the information required in the specified
timescales, the FAS scheme manager will be able to set a deadline that he considers
appropriate.

22. It is also proposed that the timescale for providing information in relation to
any legal proceeding, arbitration and dispute resolution procedures is within:

(1) 28 days of the regulations coming into force; or

(i) 14 days if the scheme qualifying for FAS; or

(i) 14 days of the appropriate person becoming aware that the action is
being contemplated;
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whichever is relevant.

Q22. The Government would welcome your comments on the timescales
in which information should be provided. In particular, whether the
provision of information within one month of a qualifying member’s
death is reasonable.

Reviews and Appeals

23. Itis the Government’s proposal that the existing reviewable determinations are
extended to cover determinations in respect of the eligibility of surviving partners and
dependent children. The right of internal review on these determinations will, as with
all other reviewable determinations, carry the right to appeal the review decision to
the Pension Protection Fund Ombudsman.

Q23. The Government would be happy to accept any comments on these
issues.
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SECTION 4: Actuarial Factors
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Actuarial Factors

1. The changes proposed in this consultation document will require the
introduction of new actuarial factors and the amendment of existing ones. The
proposal to uplift or reduce tranches of pension payable earlier or later than a
member’s NRA will require new factors. The introduction of indexation on Assistance
derived from pension entitlement accrued after 6 April 1997 means that the notional
annuity factors need to be amended as do the actuarial reduction factors applied
when a member gets early access to Assistance on the grounds of ill health. The
proposal to spread the recovery of any overpayments made to members during wind-
up across future Assistance payments will also require use of the notional annuity
factors.

2. Under current arrangements the actuarial factors are calculated by the
Government Actuary’s Department on behalf of the Secretary of State in his capacity
as FAS scheme manager. Given the limited changes required to the annuity factors
to implement the revisions to the FAS made by these draft Regulations the
Government does not intend to transfer responsibility for setting the actuarial factors
to the PPF at this time. In the future the Government may consider it appropriate for
the PPF to take on this function and a number of changes to regulations are
proposed in the draft Regulations that would facilitate this change should it be
pursued.

Actuarial Assumptions

3. The existing notional annuity factors were consulted on during 2008* The
2008 consultation document described the actuarial assumptions used to derive the
factors. We propose that these assumptions will continue to be used for the new
factors required following the introduction of the changes to Assistance described in
this consultation.

4. The introduction of indexation on post-6 April 1997 accrual requires a further
assumption to be adopted for the expected rate of indexation each year on the part of
Assistance that is indexed. For actuarial calculation purposes, it is more convenient
to express this as the yield after retirement in excess of indexation, from which the
assumed rate of indexation can be derived. The central assumption for the yield
after retirement in excess of indexation is 2.0 per cent a year less a margin of 0.5 per
cent a year. Combined with the central assumption of a gross yield in retirement of
4.0 per cent a year, this implies an expected rate of indexation of just under 2.5 per
cent a year. This assumption has been chosen to be consistent with the other
assumptions already adopted.

5. The market value adjustment (MVA) used for the notional annuity factors is

based on both index-linked and fixed interest gilt yields since the indexation is index-

linked but subject to a fixed cap. The MVA is chosen with reference to the higher of:
e fixed interest gilt yield less 2.5 per cent (reflecting the cap on indexation); or

16 http://www.dwp.gov.uk/publications/dwp/2008/revision-of-annuity-factors-in-FAS. pdf
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e index-linked gilt yield.
Where this is higher than 2 per cent, then the notional annuity factors are higher;
where this is lower than 2 per cent, then the notional annuity factors are lower.

6. For simplicity, the same uplift and early retirement factors are used for indexed
and non-indexed pensions. For these factors, it is assumed that the ratio of indexed
to non-indexed assistance is 20:80. This ratio is based on analysis of the scheme
data that is used for internal forecasting purposes.

Revisions to factors in the future

7. The actuarial factors may be reviewed in the future and amended if
expectations of longevity and investment returns change significantly. It is intended
that factors revised for these reasons will apply only to subsequent calculations of
Assistance.

Impact of new factors on amounts of Assistance payable — Early Access on the
Grounds of Ill Health

8. As noted above, the same early retirement reduction will be applied to indexed
and non-indexed pension. The new early retirement factors will mean a slightly larger
reduction in Assistance is applied on ill health than currently. This takes into account
the fact that many members would now be receiving indexation on their Assistance.
However, if a member is already receiving ill health payments from the FAS at the
date that these draft Regulations come into force, then the factor that was used to
calculate the Assistance will not be changed for that member.

Impact of new factors on amounts of Assistance payable — Notional Annuities

9. The notional annuity deemed to be deducted from Standard Assistance for a
member who received a lump sum from their scheme will in future have an indexed
component if the member had any post-1997 service. The proportion of the notional
annuity that is indexed will be the same as the proportion of the member’s total
service in their pension scheme that was accrued from 6 April 1997. This ensures
that the notional annuity increases in the same way as Standard Assistance and
avoids the notional annuity initially being lower than Standard Assistance and then
exceeding it, or the notional annuity initially being higher than Standard Assistance
and then Standard Assistance subsequently exceeding the notional annuity. The
proportion of indexation paid to capped members will be determined in the same way
so the same applies to members subject to the cap.

10. There is a significant difference between notional annuity factors for indexed
and non-indexed payments, so a new set of factors will be used for the indexed
component of notional annuities.

11. If a member previously received a lump sum, then the notional annuity will be
recalculated using the new factor if the member had any post-1997 service. This will
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increase the Assistance initially payable at Normal Retirement Age, all other things
being equal, since the initial rate of the notional annuity will be smaller. However,
indexation on the notional annuity means that after some years, the notional annuity
will be higher than under the current procedure. The actuarial value of the notional
annuity payments will be the same as under the current procedure.
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SECTION 5: The Future Operation of
the Financial Assistance Scheme
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Operation of Scheme

Current position

1. At present the FAS is administered by the FAS Operational Unit (FASOU),
part of the Department for Work and Pensions. As outlined in earlier sections, the
Government is intending to make some fundamental changes to the FAS. In
particular:

= extending the Assistance structure;

= taking the remaining assets of qualifying pension schemes into government;
and

»= becoming responsible for the full payment of some qualifying members.

These changes will require a much closer working relationship with the relevant
qualifying schemes and involvement in their winding-up.

2. Whilst the FASOU has developed an expertise in dealing with Assistance
payments, neither it, nor the Department generally, has the skills or experience in
handling the winding-up of occupational pension schemes or the managing of the
transfer of pension scheme assets.

Options for the future delivery of the Financial Assistance Scheme
3. The Government has reviewed how the FAS is administered and managed
and considered a number of different options for the future delivery of the FAS. It is
considered that the objectives of any administration must be that it can:
(a) amend current payments to reflect the extended Assistance and set up
processes to make increased payments to all qualifying members as quickly
as possible; and
(b) put in place processes to take in assets from schemes to government as
quickly as possible, while ensuring that any losses in asset values are
minimised.
4. The provider should also be able to deliver:

(a) a single point of contact for the public and qualifying members; and

(b) appropriate working arrangements with scheme trustees and
administrators, so that schemes can be wound up as soon as possible.
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5. The Government has considered three options:

Option 1 — DWP Administration.

This would involve the DWP administering all aspects of the FAS through the current
Operational Unit. However, as mentioned above, the skills needed to handle scheme
wind-up and the management of scheme assets and their transfer to government are
not generally available within the Government. Recruiting individuals with these skills
and establishing appropriate operational processes would require a long period
before the Operational Unit could be effective, creating an unacceptable level of risk
to members and their payments.

It is also significant that such FAS work is time-limited, as the qualifying conditions for
the FAS mean that there are a finite humber of schemes eligible for Assistance. It
would therefore appear likely to be uneconomic to equip the Government with the
skills needed for this task, for a limited period of time. In practice DWP would be
likely to have to recruit consultants to reduce the risk to the operation of the new
FAS. This is also unlikely to be the most cost-effective approach.

Option 2 - Split responsibility.

This might involve the DWP continuing to determine Assistance and make the
payments, with another organisation managing the winding-up of the schemes and
the transfer of assets to government. This option limits disruption to current
operations and payments. However the disadvantages appear considerable:

(a) there is potential for confusion among both the public and scheme trustees
over which organisation to approach on a specific issue;

(b) decision making could become inconsistent;
(c) effective financial control and reporting would be more difficult; and

(d) asking a scheme to deal with two organisations increases the risk of
something going wrong.

While other ways of dividing the work could be designed, the same disadvantages
would apply.

Option 3 - delivery through an alternative organisation.

While our initial consideration of this option made no assumptions about the identity
of any organisation, it became clear that there is a considerable overlap between the
work currently undertaken by the Board of the Pension Protection Fund (PPF) and
the new functions required of the new FAS.

The PPF is a public corporation which has the responsibility for dealing with defined

benefit (final salary) occupational pension schemes with insolvent sponsoring
employers that started to wind-up underfunded from 6 April 2005. The PPF takes in
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the assets of eligible schemes and pays compensation to the members of those
schemes.

Whilst in 2005 the PPF was a new and untested organisation, it is now established
with a strong reputation for delivery, devising successful working processes for
assisting pension schemes to complete wind-up quickly and transfer schemes’
assets efficiently. In addition, it has experience in ensuring compensation payments
are calculated and paid accurately and efficiently.

The FAS will, in the future, undertake broadly similar functions to those performed by
the PPF in respect of FAS qualifying schemes and the operational processes
required in the new FAS will be similar to those used by the PPF. Therefore its staff,
particularly at a management level, already have the skills and experience needed to
implement and operate the new FAS structure.

6. As the PPF already has the established operational processes, experience
and skills required, the Government proposes that the responsibility for managing the
new FAS should be conferred on the Board of the PPF with the PPF becoming the
FAS scheme manager.

7. This would include taking on responsibility for the work currently undertaken
by the FASOU. The FASOU currently provides a well-regarded service to qualifying
members. The Government believes that the best way of maintaining the level of
service to members in the FAS already is for these DWP staff to be offered
secondments to the PPF on a time-limited period.

8. Should the Board of the PPF become the scheme manager for the FAS we
propose that it would:

() be the organisation a scheme has to notify to apply to be a qualifying
scheme,

(i) determine whether a scheme is a qualifying scheme;
(i) give directions to qualifying schemes;
(iv) determine whether an individual is a qualifying member;

(v) determine whether an individual meets the ill-health conditions for early
access;

(vi) be the organisation to whom information should be provided,
(vii) determine the manner and format of that information;

(viii) determine the relevant amount of FAS payments and the date from which
they will start;

(ix) undertake internal reviews of determinations;
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(X) recover overpayments;

(xi) suspend payments.

9. The cost of both the Assistance payments and all the administration involved
would continue to be fully funded by the Government. Stringent and separate
accounting arrangements would ensure that no FAS costs fall on the PPF levy
payers or vice versa. These accounting arrangements would be subject to the
existing PPF audit structure, which provides for independent scrutiny by the National
Audit Office.

10. In line with existing FAS reporting requirements, the Board of the PPF, as FAS
scheme manager, would be required to include in its annual report details of the
number of people who have received Assistance payments and the total amount of
those payments.

Q24. The Government would welcome views on whether the Board of the
PPF should become the FAS scheme manager, including taking on
responsibility for administering the FAS.

Delegation by the Board

11. In taking on the role of the FAS scheme manager and undertaking FAS work,
the Government believes it would be appropriate for the Board of the PPF to decide
how it organises its work - this may include the use of a commercial provider for
certain FAS tasks.

12. 1t is the Government’'s intention to allow the Board to delegate its FAS
functions to its staff and Committees. It is also the Government’s intention to allow
delegation of some tasks to someone other than the Board’s staff (ie. a third party
provider). This delegation would, however, be limited. The Board will thus be able to
delegate tasks such as the calculation and payment of FAS assistance following the
determination (by the Board or its staff) of a scheme’s and member’s qualification
and determination of entitlement.

13. The PPF already has the power to work with FAS qualifying schemes during
wind-up to help them to prepare for the future transfer of assets to government. To
provide the Board with the necessary flexibility to manage this work effectively,
particularly given the increase in work the FAS schemes represent for the PPF, the
Government intends to allow the PPF to delegate this work should they consider this
best meets their business needs. Indeed, as the PPF is a public corporation, it would
be inappropriate for the Government to restrict its management flexibility.

14. If any of the FAS work is so delegated, the Board will remain responsible for
the provider’s actions and for ensuring a high standard of service.
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Q25. The Government would welcome your views on the proposal to
allow the Board of the PPF to delegate certain functions to a commercial
provider.

Information sharing

15. If it takes on the role of the FAS scheme manager, the Board would need to
have access to relevant information to enable it to continue and progress the work of
the FAS without affecting schemes or members. In addition to existing information
held by the FASOU, the PPF would need ongoing access to information held by the
Government. These are, as follows:

15.1 One-off transfer of data currently held by the FASOU: The Government
proposes that the information currently held by the FASOU will be transferred, as a
one-off activity, to the PPF where the information is both necessary and relevant to
the Board’'s FAS work. This will enable the PPF to continue delivery of the FAS work
smoothly, understand decisions that have already been made, for example where
there is a request to review a previous decision, and complete work that is already
underway. A sift of the information already held by the FAS will be undertaken to
ensure that any information transferred is necessary to the fulfilment of the FAS
functions.

15.2 Ongoing access by PPF to social security information: The Government
is exploring further whether the Board should be able to, on an on-going basis, obtain
social security information on FAS scheme beneficiaries and potential beneficiaries
which is held by DWP, where it is relevant and necessary to progress the FAS work.
This information is currently available to the FASOU in order to, for example, make
speedy decisions on entitlement to Assistance on the grounds of ill health, severe |ll
health and terminal iliness, or to enable correct addresses to be used which ensure
FAS communications reach members. In addition, access to social security
information by the Board will enable the prevention of overpayments of social
security benefits - for example where an individual is due a payment from the FAS for
a past period and a social security benefit has been paid which would not have been
had the FAS payment been made at the right time.

Further access requirements

16. The Government recognises that the PPF, if it takes on the role of the FAS
scheme manager, will need to be able, on an on-going basis, to obtain information
from the National Insurance records system (NIRS2) where it is both relevant and
necessary to its FAS work and where the information is unavailable from other
sources. For example, information may be obtained from NIRS2 to determine periods
of employment necessary to identify periods of contracting out of the State pension
scheme. This will assist in the calculation and payment of Assistance. Accordingly
the Government is exploring how such access can be given lawfully, while ensuring
the data is appropriately safeguarded.

17. That exploration will continue during the written consultation period. If the
conclusion is that such data can be accessed by the PPF securely and lawfully from
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the date these draft Regulations come into force, then the Government proposes that
the draft Regulations include provisions which create suitable legal gateways to
facilitate such access. There is already an information sharing provision with the PPF
which covers tax information at Section 202 of the Pensions Act 2004. The
Government will consider whether this needs to be supplemented by any further
similar information sharing power in relation to FAS-related functions.

Ensuring the security of transferred/shared data

18. There are clear Government standards for the safe-handling of personal
customer and other sensitive information. The PPF must meet these standards in the
handling, processing, storing and transferring of personal/sensitive information
(regardless of the media used). In addition, information systems that process, store
or transmit personal or sensitive information - whether owned by the PPF or by a
commercial provider - must already be assessed to provide assurance that the
system meets acceptable security standards and does not present an unacceptable
level of risk. Information systems should meet recognised Government and
International security standards.

Third party providers

19. The PPF employs a third party provider to administer PPF payments. As the
Board may adopt this approach for FAS Assistance payments, the Government
intends that the PPF and any third party provider will be able to have access to
existing FAS information and ongoing social security information and other member
information, but only where it is both relevant and necessary - for example, to prevent
overpayments from being made where social security benefits have already been
paid for the same period as FAS Assistance is due. Any third party provider would be
required to comply with the policies outlined above which apply to the PPF itself.

Q26. The Government would welcome your views on the sharing of
relevant information with the Board of the PPF and any third party
provider.

Payments to Schemes
20. The Government is aware that some FAS qualifying schemes may run out of
available funds before they complete wind-up. The Government proposes to allow
the Board of the PPF, at its discretion, to make payments to pension scheme
trustees and managers to enable them to:

(a) complete the wind-up of the scheme,;

(b) assist the scheme in keeping any reduction in assets to a minimum; or

(c) increase the scheme’s assets;

where the scheme has no available funds to complete or undertake this work.
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21. Payments would be made on such terms as the Board thinks fit - including
terms specifying what the payment could be used for. The Government would expect
the Board to prevent scheme trustees and managers from using the money to pay for
scheme benefits, as any reduction in the benefits paid to members will be addressed
by the payment of initial Assistance (up to 90 per cent of the member’'s expected
pension). The Government would also expect the Board to prevent the payment from
being used to pay insurance companies for the provision of information, as these
companies are under a legal obligation to provide information.

22. The Department will set out objectives for the Board of the PPF to take into
consideration when making payments in these circumstances.

Q27. The Government would welcome your views on the Board of the
PPF being able to make payments to pension scheme trustees and
managers at its discretion, where schemes have run out of available
funds to for the purposes given above.
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SECTION 6: The Transfer of Scheme
Assets to Government
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Introduction

1. The December 2007 announcement included a commitment to take in all
residual assets of FAS qualifying schemes that had yet to fully wind-up and to
make associated payments as they fall due. The additional value obtained from
the assets transferred part-funds the enhanced payments offered by the FAS.

2. The Government estimates that around half of the total number of FAS
schemes will transfer at least some of their assets to Government!’. Other
schemes will have already purchased annuities for their beneficiaries or
discharged liabilities by some other method.

3. The Government intends to bring forward a draft set of regulations to provide
for the transfer of residual assets for consultation later this year. In the meantime,
this consultation document sets out and seeks views on the Government'’s initial
proposals for the transfer process ahead of formal consultation on those draft
regulations.

4. Also included in this consultation document is information about proposed
processes to facilitate the transfer of assets. Not all of these processes will be
prescribed in legislation but will rather be included in guidance. Where
appropriate some of these processes may be introduced before the final
regulations on asset transfer are in place to facilitate early delivery of final policy.

5. The Government expects these proposals will be of particular interest to
trustees, other pension professionals and members of schemes in respect of
which assets may be transferred. Feedback is welcomed on any aspect of these
initial proposals but particularly early views from scheme professionals on their
practicability.

6. The guiding principles in developing proposals towards the transfer of assets
are to seek to ensure:

= continuity of payment to eligible FAS beneficiaries (that any change in
the provider of payments is seamless);

= consistency between FAS members (for example, that the outcomes for
those members where assets are transferred into government should
be broadly consistent with those of members whose schemes
purchased annuities);

= control of timeliness (that rules and processes should aim that asset
transfer and the delivery of final payments to members are not
unnecessarily delayed);

17The Government legislated to prevent schemes from purchasing annuities in September 2007.
From that time trustees could only purchase annuities for beneficiaries where they had an existing
binding commitment to do so or where the FAS scheme manager agreed to their purchase. Thus
partial transfer may arise where schemes had already discharged or committed some of their
assets before the moratorium on annuitisation applied.
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= control of cost (that costs are minimised to ensure best value is
obtained from the assets transferred).

Period over which transfers will take place

7. In the report “Speeding up Winding up Occupational Pension Schemes: a
report of the Government’'s review” published in November 2006 the Government
stated that it is reasonable that the key activities of winding up of a pension scheme
should be completed within two years. As is described in this consultation document,
most of the activities that relevant FAS schemes will be required to complete in order
to transfer their assets to Government reflect the key activities of winding-up. Given
that many FAS schemes will already have been winding-up for some time they
should already have completed most of these activities. The Government therefore
expects the vast majority of FAS schemes to transfer assets within 2 years of
relevant regulations coming into force, and expects some schemes to transfer early
in this period.

8. However, the Government recognises that there may be exceptional
circumstances in which asset transfer may be unavoidably delayed (for example
where legal action is outstanding and must run its course before the final funding
position of a scheme can be established). Caseworkers from the PPF will be working
with schemes to help identify potential obstacles to transfer.

Interaction of asset transfer and payments to beneficiaries

9. Under current arrangements scheme payments are made to eligible FAS
beneficiaries out of scheme funds whilst schemes are winding-up. Where required
those scheme pensions are topped up by FAS payments. The Government intends
to retain this top-up approach until assets transfer into government at which point
FAS will take over sole payment to relevant beneficiaries.

10. The Government’s intention is that scheme assets will be transferred to
Government at a prescribed point decided by the FAS scheme manager once the
necessary preparatory work to allow the FAS to take over payments to members has
been completed by the scheme.

11. Once assets are transferred trustees will be discharged of responsibility for
paying pensions by way of a transfer notice similar to the notice that applies in
comparable circumstances in respect of the PPF. Further information on proposals
for this discharge process is provided later in this section.

Preparing for the valuation and transfer of assets

12. Before reaching the transfer point the Government expects trustees,
administrators and scheme actuaries to undertake a number of preparatory tasks
aimed towards establishing the final asset position and the underlying liabilities of the
qualifying scheme.

13. These tasks will resemble the key functions undertaken by schemes during
wind up:
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= serving a debt on the employer (and where feasible obtaining that debt);

» data cleansing including GMP reconciliation;

= surrendering the contracting out certificate;

= member tracing;

= resolving any ambiguities in the scheme’s benefits, including equalisation of
benefits on acco