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11 August 2015

Dear Colette

Armed Forces Pension arrangements
Factors for incoming final salary Public Sector Transfer Club (“Club”) transfers for
AFPS05 and AFPS15 members

1. | am writing further to my letter of 21 May regarding the Armed Forces factor review, and
your response on 2 July confirming which factors you would like us to update. This letter
sets out our advice on updated factors to determine service credits for incoming final
salary Club transfers.

2. Asyou are aware, incoming final salary Club transfers for both AFPS05 and AFPS15
members will be received into AFPS05. Given the time limits applicable to Club
transfers-in, we would expect the majority of these cases to be in relation to AFPS15
members.

3. Club transfers into AFPS15 which do not include final salary benefits are dealt with using
standard Club factors. If you require any further information on this then please let me
know.

4. 1 will write separately regarding non-Club transfers into AFPS05 and AFPS15.

5. The letter is not appropriate for any other purpose. No third party (eg scheme members)
is entitled to rely on it and GAD has no liability to any third party for any act or omission
taken on the basis of this letter.

6. GAD seeks to achieve a high standard in all our work. Please go to our website for
details of the standards we apply.

Background

7. The purpose of the Club is to facilitate transfers for members who move between
employers whose pension schemes are both members of the Club.

8. Most Club schemes use standard tables of factors for both outgoing and incoming Club
transfers. These tables are differentiated by Normal Pension Age and sex.
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AFPSO05 has unique benefit features which result in the standard tables being
inappropriate for determining service credits for incoming Club transfers. As a result,
GAD issues a set of incoming club transfer factors which apply specifically to AFPSO05.

Club transfers require the member to select the option within 12 months of joining the
new employer. Any salary changes resulting from the change in employment are
ignored when determining the service credits for incoming Club transfers.

This factor review is being conducted in light of the actuarial valuation of the Armed
Forces pension arrangements carried out as at 31 March 2012 which was completed on
24 February 2015

AFPS15 regulations

Regulations 48 and 49 of Schedule 2 of the Armed Forces (Transitional Provisions)
Pensions Regulations 2015 apply:

48. That part of a club transfer value payment that relates to final salary benefit is to be
into the AFPS 2005.

49. (1) This paragraph applies to a person who transfer final salary benefits into the
AFPS 2005.

(2) Unless the person is a full protection member of the AFPS 2005 the person
(a) becomes a member of the AFPS 2015; and
(b) is taken to be a transitional member with continuity of service.

AFPSO05 regulations

The relevant AFPSO5 regulations are the Armed Forces Pension Scheme Order 2005
(S12005/438), as amended (‘the AFPSO05 regulations’). F.9(2) and F.10 of the AFPS05
regulations provide for reckonable service to be awarded in respect of an incoming
transfer.

F.10(3) specifically relates to Club transfers and states that:

“If the transfer value payment is accepted under the public sector transfer
arrangements, the period the member is entitled to count is calculated—

(a) in accordance with those arrangements, and

(b) by reference to the guidance and tables provided by the Government Actuary for
the purposes of this paragraph, that are in use on the date that is used by the
transferring scheme for calculating the transfer value payment.”

It is our understanding that the rules do not reflect the status of the Club factors, which
are controlled by the Club Secretariat at the Cabinet Office. Given that the rule
construction is inconsistent with the practice, we recommend that the rules are updated
at the next convenient opportunity.
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Methodology and assumptions used to determine the new factors

The updated factors are based on standard Club factors but adjusted to reflect two
special features of AFPS 05:

(a) Early Departure Payments (EDP) in respect of lump sum factors
(b) Normal pension age for retirement from active service of 55, but deferred
pension age of 65.

The assumptions used to adjust the Club factors are in line with the assumptions used
for the 2012 valuation. Please see Appendix A for further details of the assumptions
used.

The updated factors are in some cases more generous and in some cases less
generous than the current factors. This relates to the updated mortality and withdrawal
assumptions.

Consistent with standard Club factors, no adjustment for market conditions (AMC) should
apply to these factors.

Medical and Dental Officers

We understand that Medical and Dental Officers (MODOs) would not normally be entitled
to an EDP in AFPS05. Given the small number of cases of this type (only 1 or 2 cases
per year are expected) and the complexity of the issues regarding MODOSs, we propose
that these cases are referred to GAD on an individual basis.

New Factors

Appendix B sets out updated factors to determine service credits for incoming final salary
Club transfers going into AFPSO05. Please note that we have not provided factors for
those members who are age 55 or older. If any such cases arise then they should be
referred to us on an individual basis.

We recommend that you implement these factors as soon as possible. You may wish to
discuss the implementation timescales with DBS and with AFPS’s legal advisers.

As the Club factors are controlled by Cabinet Office, | am copying this advice to Colin
Hennem at Cabinet Office.

We would expect these factors to remain appropriate while the standard Club factors
remain the same, the current SCAPE discount rate remains in force and while mortality
and withdrawal rates remain broadly in line with the assumptions. However, as set out in
our Service Level Agreement, we will keep these factors under review in accordance
with our statutory responsibilities under the regulations and advise you if and when we
believe a further review is necessary. Please let us know if there are any relevant
changes in regulations or circumstances which might affect our consideration of these
factors.



25. We will soon provide an updated version of our factors spreadsheet which includes these
updated factors. We note that you or DBS may also need to review any guidance which
references these factors.

Yours sincerely

e '; . /.f
o 4 x L

Joanne Rigby
Consulting Actuary



APPENDIX A

Summary of assumptions used to adjust Club transfer factors

Table A1 — Financial assumptions

Assumption Rate Notes

Discount rate (in excess of CPI inflation) 3.00% In line with long term SCAPE rate

Table A2 — Demographic assumptions

Assumption Notes

Post-retirement mortality

Base mortality “S1” tables issued by the Actuarial Profession. Mortality of 88% of
S1NXA based on the 2012 valuation mortality for officers

Future mortality improvements ONS 2012-based principal population projections for the UK,
consistent with approach adopted for actuarial valuations and Annual
Accounts

Table A3 - Withdrawal rates

Age Officers Other ranks
20 0.000 0.125
25 0.020 0.105
30 0.045 0.045
35 0.025 0.020
40 0.005 0.000
45+ 0.000 0.000

We used an average of the withdrawal rates for officers and other ranks.



APPENDIX B
Incoming Club Transfer Values - Males

Age last Gross Survivor's Pension of £1 per annum Deduction
birthday at | Pension of Lump Deduction for NI
relevant £1 per Sum of Without for GMP of | Modification
date annum £1 With Partner Partner £1 pa of £1 pa

16 7.00 0.39 1.28 1.28 3.08 4.32
17 7.20 0.40 1.32 1.32 3.09 4.44
18 7.40 0.41 1.36 1.36 3.10 4.56
19 7.61 0.42 1.40 1.40 3.11 4.69
20 7.82 0.47 1.44 1.44 3.11 4.81
21 8.04 0.50 1.49 1.49 3.12 4.94
22 8.27 0.52 1.53 1.53 3.13 5.08
23 8.50 0.54 1.58 1.58 3.14 5.22
24 8.74 0.57 1.63 1.63 3.15 5.36
25 8.98 0.60 1.67 1.67 3.16 5.50
26 9.24 0.64 1.72 1.72 3.17 5.65
27 9.50 0.67 1.77 1.77 3.18 5.80
28 9.77 0.69 1.82 1.82 3.19 5.96
29 10.04 0.74 1.88 1.88 3.20 6.12
30 10.32 0.76 1.93 1.93 3.21 6.29
31 10.62 0.79 1.98 1.98 3.22 6.46
32 10.92 0.84 2.04 2.04 3.23 6.64
33 11.23 0.87 2.09 2.09 3.24 6.82
34 11.55 0.82 2.15 2.15 3.25 7.00
35 11.88 0.77 2.20 2.20 3.26 7.19
36 12.22 0.72 2.26 2.26 3.27 7.39
37 12.57 0.60 2.31 2.31 3.28 7.59
38 12.93 0.62 2.37 2.37 3.29 7.80
39 13.30 0.64 2.42 2.42 3.30 8.02
40 13.68 0.65 2.48 2.48 3.31 8.24
41 14.08 0.67 2.54 2.54 3.32 8.47
42 14.49 0.69 2.60 2.60 3.33 8.70
43 14.90 0.71 2.66 2.66 3.35 8.94
44 15.34 0.74 2.72 2.72 3.36 9.19
45 15.78 0.76 2.79 2.79 3.37 9.45
46 16.24 0.78 2.85 2.85 3.38 9.71
47 16.71 0.80 2.92 2.92 3.39 9.98
48 17.20 0.83 2.99 2.99 3.41 10.26
49 17.70 0.85 3.06 3.06 3.42 10.55
50 18.22 0.88 3.13 3.13 3.43 10.84
51 18.76 0.90 3.20 3.20 3.44 11.15
52 19.32 0.93 3.27 3.27 3.46 11.46
53 19.89 0.96 3.34 3.34 3.47 11.79
54 20.49 0.99 3.40 3.40 3.49 12.13
55
56
57 refer cases to GAD
58
59

The notes on the following page should be read in conjunction with this table.




Notes:

1. The table applies to Officers and Other Ranks and an accrual rate of 1/70 should be used when
calculating the service credit for both

2. When calculating the deduction for GMP, the factor given should be applied to the sum of the
GMP amount in respect of service up to 5 April 1988 and 15% of the GMP amount in respect of
service after that date

3.  These factors should only be used for members of AFPS05

4.  These factors should not be used for Medical and Dental Officers or members of RFPS



Incoming Club Transfer Values - Females

Age last Gross Survivor's Pension of £1 per annum Deduction
birthday at | Pension of Lump Deduction for NI
relevant £1 per Sum of Without for GMP of | Modification
date annum £1 With Partner Partner £1 pa of £1 pa

16 7.28 0.39 0.66 0.66 2.58 4.59
17 7.49 0.40 0.68 0.68 2.59 4.72
18 7.70 0.41 0.70 0.70 2.60 4.84
19 7.92 0.42 0.72 0.72 2.61 4.98
20 8.14 0.46 0.74 0.74 2.61 5.11
21 8.37 0.48 0.76 0.76 2.62 5.25
22 8.61 0.52 0.78 0.78 2.63 5.40
23 8.85 0.54 0.81 0.81 2.64 5.54
24 9.10 0.57 0.83 0.83 2.64 5.70
25 9.36 0.60 0.85 0.85 2.65 5.85
26 9.62 0.63 0.88 0.88 2.66 6.01
27 9.89 0.67 0.90 0.90 2.67 6.18
28 10.17 0.69 0.93 0.93 2.67 6.35
29 10.46 0.72 0.95 0.95 2.68 6.52
30 10.76 0.76 0.98 0.98 2.69 6.70
31 11.06 0.79 1.01 1.01 2.70 6.88
32 11.38 0.84 1.03 1.03 2.70 7.07
33 11.70 0.87 1.06 1.06 2.71 7.26
34 12.04 0.82 1.09 1.09 2.72 7.46
35 12.38 0.77 111 111 2.73 7.67
36 12.73 0.72 1.14 1.14 2.74 7.88
37 13.09 0.60 1.17 1.17 2.74 8.10
38 13.47 0.62 1.19 1.19 2.75 8.32
39 13.86 0.64 1.22 1.22 2.76 8.55
40 14.25 0.65 1.24 1.24 2.77 8.79
41 14.66 0.67 1.27 1.27 2.78 9.03
42 15.09 0.69 1.30 1.30 2.79 9.29
43 15.52 0.71 1.32 1.32 2.79 9.54
44 15.97 0.73 1.35 1.35 2.80 9.81
45 16.44 0.76 1.37 1.37 2.81 10.09
46 16.92 0.78 1.40 1.40 2.82 10.37
47 17.41 0.80 1.42 1.42 2.83 10.66
48 17.92 0.83 1.44 1.44 2.84 10.96
49 18.45 0.85 1.46 1.46 2.85 11.27
50 18.99 0.88 1.49 1.49 2.86 11.59
51 19.56 0.90 1.50 1.50 2.87 11.92
52 20.15 0.93 1.52 1.52 2.88 12.27
53 20.75 0.96 1.54 1.54 2.90 12.62
54 21.38 0.99 1.55 1.55 2.91 12.99
55
56
57 refer cases to GAD
58
59

The notes on the following page should be read in conjunction with this table.




Notes:

1. The table applies to Officers and Other Ranks and an accrual rate of 1/70 should be used when
calculating the service credit for both

2. When calculating the deduction for GMP, the factor given should be applied to the sum of the
GMP amount in respect of service up to 5 April 1988 and 15% of the GMP amount in respect of
service after that date

3.  These factors should only be used for members of AFPS05

4.  These factors should not be used for Medical and Dental Officers or members of RFPS



