ANNEX 3

Re-instatement of pension scheme membership for excluded part time

workers following the Preston Ruling

Calculation of backdated employee contributions

Calculation of the indices for the member’s contributions model

Earnings

Pay was assumed to have followed movements in the UK whole economy National Average Earnings index.  The earnings index used in the model was calculated by rebasing the Average Earnings Index for the Whole Economy (seasonally adjusted) as produced by National Statistics to achieve a figure of 1000 at 1 April 1976. This was done by multiplying each of the subsequent monthly published index figures by a factor of 1,000 / 19.4, the 19.4 being the published earnings index figure for 1 April 1976.

Interest

The interest rate used, in developing the factors in Annex 2, was derived from the historic rates of interest obtainable from investment in National Savings Certificates of a five-year term.  The approach taken was to construct a historical sequence of interest rates based at each point in time on the rate available on a five-year certificate purchased at that point assuming it was held to maturity (for periods during which no 5-year certificates were in issue, the rate applicable to the immediately prior issue was used). The sequence was then simplified by compounding the relevant rates over the period on a daily basis and then by determining the interest achieved by an investor on a monthly basis. An index was then created based at 1,000 on April 1976 and increased with the appropriate level of monthly interest.

Tax

Factors have been included for the actual rates of basic rate tax in force during the period April 1976 to date.
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