Guide to the Schedule to the Order (“‘the Schedule™)

The purpose of this guide is to give a practical explanation of the workings of Part 3 of the
Maodel Schedule.

By way of background it is helpful to understand the issue of time lag between data collection
and application.

It is usual for RPI-linked periodical payments, like pensions and many State benefits, to be
increased each year by the growth in prices over the previous 12 months.

In the absence of a crystal ball to tell us what will actually happen over the next 12 months,
this is considered the most appropriate approach, as the recent past is probably the best guide
to the future.

Furthermore, RPI-linked periodical payments have a further three month delay, in that if the
payments are to be increased in the December of any year, the RPI figures for the twelve
months to the previous September are used.

This is consistent with the application of the RPI to Index Linked Government Stocks. The

following is taken from the UK Debt Management Office website
(http://wvww.dmo.gov.uk/index.aspx?page=Gilts/About_Gilts):

Three-month lag index-linked gilts

New index-linked gilts issued from September 2005 employ the three-month indexation
lag structure first used in the Canadian Real Return Bond market and not the eight-month
lag methodology used for index-linked gilts issued before that date. In addition to the lag
being shorter, with this design the indexation 1s applied in a significantly different way.
The new design of index-linked gilts also trade on a real clean price basis. As a result, the
effect of mflation is stripped out of the price of the new gilts for trading purposes,
although it is included when such trades are settled.

Indexation methodology

The reference RPI for the first calendar day of any month is the RPI for the month three
months earlier (e.g. the reference RPI for 1 June is the RPI for March). The reference RPI
for any other day in a month is calculated by linear mterpolation between the reference
RPI applicable to the first calendar day of the month in which the day falls and the
reference RPI applicable to the first calendar day of the month immediately following.
Interpolated values should be rounded to the nearest 5th decimal place.

Eight-month lag index-linked gilts

To calculate the inflation adjustment two RPI figures are required - that applicable to the
gilt when it was originally issued and that relating to the current interest payment. In each
case the RPI figures used are those applicable eight months before the relevant dates (e.g.
for a November dividend date the RPT from the previous March is used). This “indexation
lag™ 1s required so that the size of each forthcoming interest payment is known at the start
of the coupon period, thereby allowing the accrued interest to be calculated.

It is important to note that the vast majority of ILGS in circulation work to an eight-month lag
and this remains acceptable in terms of practical application.



The ASHE data is collected in April each year. The ‘first release’ figures are issued in
October of the same year, with ‘revised’ figures being issued in the October of the following
year. It is understood that this length of time is required by the Office for National Statistics
(ONS) in order to maximise the accuracy of the data series.

Therefore, if one were to apply the series ‘revised’ figures published each year to the
periodical payments the data would be, at best, over 18 months out of date. Indeed, if the
periodical payments were to be paid in December (as proposed) then the data would have a
20-month lag.

The workings of the Schedule reduce the time lag to eight months from data collection to
payment.

Whilst it may be preferable in an ideal world for this to be reduced further, to increase
accuracy, it is considered acceptable in a practical environment (as such an approach is for
RPI-linked periodical payments).

This is achieved by the periodical payments being escalated on the basis of the first release
figures issued by the ONS in the October each year.

In the event that the revised figure, when published the following year, is different from the
first release figure, the Schedule allows for any correction.

As any adjustment will be relatively minor and is unbiased, it is considered unnecessary to
apply interest to such an adjustment.

As a result, the time delay is significantly reduced.

This is why there is a formula for the first escalation and a separate formula for every year
thereafter (until reclassification).

For ease of reference the following table sets out the recent ASHE 6115 data for the relevant
percentiles. It is hoped that such a table for all percentiles will be published by the ONS and
replicated in legal journals, such as Facts and Figures:

70th 75th 80th S0th
Centile Centile Centils Centils
2005
First Release £8.03 £8.47 £8.95 £10.30
Revised £8.03 £8.47 £8.96 £10.30
2006 (2005 methodology)
First Release £827 £8.67 £0.14 £10.58
Revised £8.28 £8.69 £9.16 £10.58
2006 (2007 methodolopy)
Revizsed £8.33 £8.71 £9.25 £10.67
2007
First Release £68.79 £9.71 £9.79 £11.36

Revised



The revised figures for 2007, together with the first release for 2008, are to be published in or

around October 2008.

The measure to be applied to uprate the periodical payments is the relevant percentile of
ASHE 6115, the occupational classification 6115, namely *care assistants and home carers’ of
the Annual Survey of Hours and Earnings (ASHE). For the purposes of the examples
contained in this guide | have assumed that the relevant percentile is the 75th percentile.

All of the information required to undertake the calculations in the Schedule is published by
the ONS. Currently, this information can be found using the following hyperlink:

www.statistics.gov.uk/StatBase/Product.asp?vink=13101&Pos=&ColRank=1&Rank=208

This brings up the following page:
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Annual Survey of Hours and Earnings (ASHE) Product

The Annual Survey of Hours and Earnings (ASHE] provides infermation about the levels,
distribution and make-up of earnings and hours paid for employees within industries,
occupations and regions,

The ASHE was developed to replace the Mew Earnings Survey (NES) in 2004. This includad
improvements to the coverage of employees, imputation for item non-response and the
weighting of earnings estimates,

The ASHE tables contain UK data on sarnings for employeas by sex and full-time/part-time
workers, Further breakdowns include by region, occupation, industry, region by occupation and
age-groups. These breakdowns are available for the following variables: gross weekly pay,
weekly pay excluding overtime, basic pay including other pay, overtime pay, gross hourly pay,
hourdy pay excluding cwerti...

» View more information about this product. N5+

Office for National Statistics (ONS), Annual, On-line edition, Contact: +44 {0)1533 313024

Download/View entire documents for free here (Laft click to View or right click ta
Cowrnload)

» ASHE Results 2007 {Web link)

» ASHE Results 2006 (methodology consistent with 2007) (web link)

» ASHE Results 2006 (methodology consistent with 2005) (web link)

» ASHE Results 2005 (Web link)

» ASHE Results 2004 [Web link)

» ASHE Results 2004 - excluding supplementary information (Web link)
p Article: Changes to pensions statistics in the ASHE (wsb link)

» Article: ASHE Methodology - Measurement of Basic and Other pay (Web link)
» Article: The new Annual Survey of Hours and Earnings questionnaire {Web
link)

» Article: Methodology for ASHE 2004 (Web link)

» Article: ASHE: An analysis of historical data 1998-2003 (web link)

- Patterns of pay (Web link)

> ASHE: Pensions Analysis (Web link}

F Low pay estimates (Web link)

Pk New Earnings Survey {(Wab link)

» ASHE Results 2003 {Web link)

» ASHE Results 2002 {web link)

» ASHE Results 2001 (Web link)

p ASHE Results 2000 {web link)

» ASHE Results 1999 (Web link)

» ASHE Results 1998 (Web link)

» ASHE Results 1997 (Web link)

» Frequently Asked Questions (133Kb - pdf)



Applying ASHE 6115

It is helpful to find the relevant percentile of ASHE 6115 using existing data. The data is
published annually, usually in October of each year.

Each year the ONS publishes a “First Release” figures for the data collected in the April of
that year and “Revised” figures for the data collected in the April in the previous year.

The 2007 data can be found by following this hyperlink:

www.statistics.gov.uk/StatBase/Product.asp?vink=15050

This brings up the following page:
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Annual Survey of Hours and Earnings (ASHE) - 2007 Results Product

Provides information about the levels, distribution and make-up of earnings and hours paid for
employees within industries, cccupations and regions.

The ASHE was developed to replace the New Earnings Survey [NES) in 2004. This includad
improvements to the coverage of employess, imputation for item non-response and the
weighting of earnings estimates,

2007 results take account of a small number of methedalogical changes which will improve the
quality of results, These include changes to the sample design itself, as well as the introduction
aof an automatic sccupation coding toal, ACTR. Thearefore these results are only continuous with
the 2005 results that have been produced using this methedelogy and are discontinucus with
results from previous years.

In addition to the changes n...
P View more information about this product. NS+

Offics for National Statistics (ONS), Annual, On-line edition, Contack: +44 (0)1633 815024

Download/View entire documents for free here (Laft click to View or right click to
Download)

» 2007 Annual Survey of Hours and Earnings First Release (Pdf)

» Table 1: All employees (23Kb - pdf)

» Table 2: Occupation (33kb - pdf)

» Table 4: Industry (93xb - Pdf)

» Table 6: Age [72xb - Pdf)

» Table 7: Place of work by Local Authority (53kb - pdf)

» Table 8: Place of residence by Local Authority (26kb - pdf)

» Table 9: Place of work by parliamentary constituency (9cxb - pdf)
» Table 13: Public private sector {93xb - Pdf)

P Table 14: Occupation - 4 digit SOC (34kb - pdf)

P Changes to ASHE in 2007 {104«b - Pdf)

» ASHE Publication Schedule [138kb - Bdf)

B 2007 ASHE questionnaire (48kb - pdf)

» Annual Survey of Hours and Earnings (ASHE) (Web link)

One can see that this is the 2007 Annual Survey of Hours and Earnings First Release.

One can see that Table 14 is entitled “Occupation — 4 digit SOC”.

Clicking on this link brings up the following:


http://www.statistics.gov.uk/StatBase/Product.asp?vlnk=15050

2007 Annual Survey of Hours and Earnings (ASHE)
Analysis by Occupation (4 digit SOC)

Each table listed below links to an Excel file. The first of each pair contains the earnings estimate f
each pay variable and the second contains the corresponding estimates of standard error.

Table 14.1a: Weekly pay: Gross
Table 14.1b: Weekly pay: Gross — Coefficient of variation

Table 14.2a: Weekly pay: Excluding overtime
Table 14.2b: Weekly pay: Excluding overtime - Coefficient of variation

Table 14.3a: Basic pay: Including other pay
Table 14.3b: Basic pay: Including other pay - Coefficient of variation

Table 14.4a: Overtime pay
Table 14.4b: Overtime pay — Coefficient of variation

Table 14.5a: Hourly pay: Gross
Table 14.5b: Hourly pay: Gross - Coefficient of variation

Table 14.6a: Hourly pay: Excluding overtime
Table 14.6b: Hourly pay: Excluding overtime - Coefficient of variation

Table 14.7a: Annual pay: Gross
Table 14.7b: Annual pay: Gross — Coefficient of variation

Table 14.8a: Annual pay: Incentive
Table 14.8b: Annual pay: Incentive — Coefficient of variation

Table 14.9a: Paid hours worked: Total
Table 14.9b: Paid hours worked: Total - Coefficient of variation

Table 14.10a: Paid hours worked: Basic
Table 14.10b: Paid hours worked: Basic — Coefficient of variation

Table 14.11a: Paid hours worked: Overtime
Table 14.11b: Paid hours worked: Overtime - Coefficient of variation

The required table is “Table 14.5a: Hourly pay: Gross”. Please make sure that you are
looking at the “All” tab (rather than either “Male” or “Female” etc.). These tabs are shown at
the bottom of the page. The “All” tab is the default tab.

One scrolls down, looking under the “Code” column until one can see 6115 as shown below:

Table 14.5a Hourly pay - Gross (£) - For all employee jobs™: United Kingdom, 2007

mber Annual Annual
of jobs® p g percentage|Percentil
Descripti Code (th d)] Median change| Mean change| 10 20 25 30 40 60 70 75 80 90
Personal service occupati 6| 1,998 7.54 3.6 823 38 564 615 637 656 703 813 882 921 972 11.23
Caring personal service
occupations 61 1610 758 41 812 45 570 622 641 661 708 813 880 915 962 11.00
Healthcare And Related Personal
Services 611 966 784 51 832 5.4 580 6.37 6.58 6.82 7.34 B8.37 am 9.43 99 1139
Nursing auxiliaries and assistants 6111 226 8.24 6.3 862 63 641 705 726 744 781 870 923 951 987 1082
Ambulance staff (excluding
paramedics) 6112 17 9.70 232 1073 31| 698 772 804 833 901 1076 1261 12797 1318 x
Dental nurses 6113 31 8.08 5.8 8.12 40/ 625 671 700 715 759 834 886 9000 930 X
Houseparents and residential
wardens 6114 36| 9.02 32 958 1.5] 6.11 6.83 727 75 8.05 1005 1082 1100 1155 X
Care assistants and home carers 6115 656 753 5.3 8.07 66 566 614 636 655 702 811 879 979 1136
Services 612 609 719 27 778 31 559 602 624 641 675 772 835 882 919 1030
Nursery nurses 6121 132 7.4 29 769 42 535 565 580 59 639 825 89 936 981 1064
Childminders and related
occupations 6122| 19 7.50 4.4 7.98 64 550 585 600 610 701 800 854 862 909 x
Playgroup leaders/assistants. 6123 45| 6.41 6.8 6.94 33 535 550 5.60 570 6.06 6.69 707 740 770 X
Educational assistants 6124] 414 7.30 2.3 786 24/ 588 628 642 657 691 775 829 871 903 1019
Animal Care Services 613 35 6.89 1.9 768 39 535 573 600 614 639] 765 833 B877N926 X

One can clearly see on the right hand side of the screen the “Percentiles” (noting that the 50"
percentile is the median which is in a column to the left of the other percentiles).

Assuming the relevant percentile to be the 75" percentile, the wage level for the 2007 First
Release for ASHE 6115 is £9.21.



The following year, these 2007 “First Release” figures will have been removed and replaced
by “Revised” figures.

This is what the 2005 page looked like in November 2006:

Download f View entire documents for free here (Laft click to View or right click to
Download)

> 30/11/2005 - Corrected: 2005 Annual Survey of Hours and Earnings First
Release (pdf)

» 30/11/2005 - Correction Notice: 2005 Annual Survey of Hours and
Earnings {Web link]

» 30/11/2005 - Superseded: 2005 Annual Survey of Hours and Earnings
First Release (Pdf)

» Table 1: All employees (Revised) {73kb - pdf)

P Table 2: Occupation (Revised) (73kb - pdf)

P Table 3: Government Office Region by occupation (Revised) (73kb - Bgf)
P Table 4: Industry (Revised) (73kb - pdf)

» Table 5: Government Office Region by industry (Revised) (77kb - pdf)

» Table 6: Age (Revised) (73Kb - Pdf)

» Table 7: Place of work by Local Authority (Revised) (72kb - pdf)

» Table 8: Place of residence by Local Authority (Revised) (25kb - pdf}

P Table 9: Place of work by parliamentary constituency (Revised) (7sxb - pdf)
> Ta‘!.lle dll‘?: Place of Residency by Parliamentary Constituency (Revised)
(72Kb - P

» Table 11: Travel to Work Area - Work Based (Revised) (71Kb - Pdf)

» Table 12: Travel to Work Area - Residency Based (Revised) (71kb - pdf)

p Table 13: Public private sector (Revised) (73kb - pdf)

» Table 14: Occupation - 4 digit SOC (Revised) (74Kb - Pdf)

p Table 15: Work Region Occupation (4 digit SOC) (45kb - Pdf)

p Table 16: Industry - 4 digit SIC (Revised) (28kb - Pdf)

p» Table 17: Work Training Enterprise Council - Work Based (Revised) [24kb -
Daf}

¥ Table 18: Work Training Enterprise Council - Residency Based (Revised)
(25Kb - Bdf)

» Table 20: Age by occupation (2 digit) (Revised) (25kb - pdf)

p» Table 21: Age by industry (Revised) (24kb - Pdf)

» ASHE Publication Schedule (s3xb - Pdf)

» Annual Survey of Hours and Earnings {ASHE) (Web link)

» ASHE: Pensions Analysis (Web link}

» ASHE questionnaire used in 2005 (43kb - pdf)

In November 2008 it is expected that the 2007 page will be similar. The process of obtaining
the figures is the same as above (that is, Table 14, Table 14.53).

Assuming an annual payment of £10,000.00 and the first years’ escalation calculation was to

be undertaken prior to payment on 15" December 2007, then the following is an example of
the calculation to be undertaken, as set out in the Schedule at paragraph 3:

pp-Cx N
A

The elements of this calculation are defined as follows:

C = £10,000.00
NP  =£9.21
A =£8.71

The periodical payment to be paid in 2007 would then be:

PP =£10,000.00 x £9.21 =£10,574.05
£8.71



The calculation for every year thereafter until a reclassification, to be undertaken in
November of each following year, is set out in the Schedule at paragraph 4 as follows:

NP+ (NF -OP)
A

PP=C

Assuming an annual payment of £10,000.00 and the second years’ escalation calculation was
to be undertaken prior to payment on 15™ December 2008 and assuming that the “First
Release” hourly gross wage rate for 2008 ASHE 6115 (75) is, say, £9.67 and the “Revised”
hourly gross wage rate for 2007 ASHE 6115 (75) is, say, £9.22, then in addition to the
definitions set out above:

NF =£9.22
OP =£9.21

The periodical payment to be paid in 2008 would then be:

£9.67 + (£9.22 - £9.21)

PP =£10,000.00 x
£8.71

=£11113.66

Reclassification of or Discontinuity in ASHE 6115

Reclassification is likely to occur once every ten years. Discontinuity in ASHE 6115 may
occur in the event that the ONS changes the ASHE methodology which results in
discontinuity of results.

Reclassification has yet to happen under ASHE 6115.

Discontinuity due to methodological change did occur in 2007 and affected the results for
2006.

The Schedule deals with these two issues in the same, three-stage, manner. In what follows
the working of paragraphs 5 to 8 of the Schedule are illustrated by reference to the above
discontinuity.

In order to make this illustration possible it is assumed that the opening base figure was set in
2005 with the first payment to be made in April 2007. The base figure in this example is
£8.47, being the “revised” hourly gross wage rate for the 75" percentile of ASHE SOC 6115
for 2005.

Stage 1 — Identifying the new centile

In the year following reclassification or change in methodology, the ONS will publish two
“Revised” data sets, one for the previously applied data set and one for the new data set.

In our example this was shown on the ASHE website in November 2007 (the full page is
shown on page 1 of this Guide) as follows:



» ASHE Results 2006 (methodology consistent with 2007) {Web link}
» ASHE Results 2006 (methodology consistent with 2005) [web link}

The starting point is the final “Revised” figure for the existing SOC or methodology (in this
case ASHE Results 2006 (methodology consistent with 2005)):

Table 14.5a Hourly pay - Gross (£) - For all employee jobs®: United Kingdom, 2006

umber] Annual] nual
of jobs® 2
Description Code thousand] Median change| Mean change| 10 20 25 30 40 60 in 75 80 20

8.28 I:I 516 10.58 |

Care assistants and home carers 5115 :‘?'| 7.13 3.4

The revised wage rate for this SOC, ASHE 6115 (75) 2005 methodology, is £8.69. This is
referred to as AF in paragraph 5.2.

Then one must identify that revised wage rate within the distribution of wage rates for the
new SOC or new methodology (in this case ASHE Results 2006 (methodology consistent
with 2007)):

Table 14.5a Hourly pay - Gross (£} - For all employee jobs®: United Kingdom, 2006

umber] Annual nual
of jobs® p i
Description Code thousand)] Median change Mean change| 10 20 25 30 40 1] 70 75 80 a0
Care assistants and home carers 6115 E?4| 7115 764 | 5.37 5.84 5.05 6.24 6.65 7.70 I I 8.25 0.67 |

It is clear that the wage rate of £8.69 is closest to £8.71 (which is referred to as AR in
paragraph 5.2) in the ASHE Results 2006 (methodology consistent with 2007), which means
that, in this case, the new SOC remains ASHE 6115 (75) into the future.

Stage 2 — Calculating the new base figure

The new base figure (which is referred to as CR in the Schedule) is calculated by applying the
formula set out at paragraph 6 in the Schedule:

CR:CxE
A

The elements of this calculation are defined as follows:

C =£10,000.00
AF =£8.69
A =£847

Therefore, CR would be:

CR =£10,000.00x £8.69
£8.47

=£10,259.74

Stage 3 — Calculating the periodical payment to be paid

The formula in paragraph 7 of the Schedule is applied in order to calculate the first periodical
payment to be paid following the discontinuity:



NPR

PPR =|:CRX—}+|:CXAF_—OPF}
AR

A
The elements of this calculation are defined as follows:

CR  =£10,259.74

NPR =£9.21
AR =£871
C = £10,000.00
AF  =£8.69
OPF =£8.67
A = £8.47

Therefore, PPR would be:

£9.21

[£10,259.74>< } [ElO,OOO.OOXM
£8.71

£8.47

} =£10,872.32

The calculation for every year thereafter until a further reclassification or discontinuity, to be
undertaken in November of each following year, is set out in the Schedule at paragraph 8 as
follows:

NPR + (NFR —OPR)
AR

PPR =CRx

This is the same formula as set out in paragraph 4 in the Schedule, but applying the new base
figure and the new SOC.

Whilst all reasonable care has been taken in the preparation of this guide, no liability is accepted by PFP Limited for any loss or
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and financial advice if it is of sufficient importance for you to do so. The authors are independent financial advisers and PFP
Limited is authorised and regulated by the Financial Services Authority. All rights reserved; no part of these notes may be
reproduced, stored in a retrieval system or transmitted in any form or by any means, electrical, mechanical, photocopying,
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