
  
  
    
  

  
    Download original attachment
    
(PDF file)
  

  
    This is an HTML version of an attachment to the Freedom of Information request
    'expense'.
  




  
    
      


Parliamentary Contributory Pension Fund 

Standard Note:  SN/BT/1844 

Last updated: 

3 March 2010 

  Author: Djuna 

Thurley 

 

 

Business and Transport Section 

 
The Parliamentary Contributory Pension Fund (PCPF) is a funded final salary scheme, where 
Members pay a fixed contribution, and the Exchequer is liable for the balance.   

In January 2008 the SSRB published the Review of Parliamentary Pay, Pensions and 
Allowances 2007. This recommended that any increase or decrease in pension cost 
pressures should be shared between the contributors and the Exchequer.  It also 
recommended that the Exchequer contribution to the cost of benefit accrual should be limited 
to 20 per cent of payroll and that if it was likely to rise above this level, there should be a 
major review of the Fund. These recommendations were endorsed in principle by the House 
on 24 January.  In June 2008, the Government announced that the Government Actuary’s 
Department (GAD) had now advised that the cost of accruing benefits was likely to rise 
above 20 per cent of payroll.  This effectively triggered the need for the fundamental review 
recommended by the SSRB, and this was commissioned by the Prime Minister in February 
2009.  The GAD valuation of the Fund as at April 2008 assessed the Exchequer share of the 
cost of accruing benefits as 23.1% of salary. However, because additional contributions were 
needed to amortise the deficit in the PCPF (£50.9 million), the recommended Exchequer 
contribution rate from 1 April 2009 was 31.6% of salary, minus the value of any changes in 
member contributions or benefits introduced as part of a cost sharing or cost capping 
mechanism.  On 25 June, the House agreed to increase Member contribution rates and cap 
the Exchequer contribution at 28.7% backdated to 1 April 2009.  It also agreed that the 
Leader of the House should come back with proposals to cap the Exchequer contribution at 
its 2008-09 level (26.8%). The SSRB expected to report on its “Review of parliamentary 
pensions” by the end of 2009.   

Amendments to the Constitutional Reform and Governance Bill 2008-09 to 2009-10 would 
transfer responsibility for oversight of MPs’ pensions and appointment of PCPF trustees to 
the Independent Parliamentary Standards Authority (IPSA). 

This note looks at how the Fund has developed since its inception in 1965 and, in particular, 
at changes since 2001.  Other notes of possible interest include SN/BT/4586 Pensions of 
ministers and senior office holders and SN/PC/5046 Members’ allowances – the 
Government’s proposals for reform. 
 
This information is provided to Members of Parliament in support of their parliamentary duties and is not intended 
to address the specific circumstances of any particular individual. It should not be relied on to address the specific 
circumstances of any particular individual. It should not be relied upon as being up to date; the law or policies may 
have changed since it was last updated; and it should not be relied upon as legal or professional advice or a 
substitute for it. A suitably qualified professional should be consulted if specific advice or information is required. 
This information is provided subject to our general terms and conditions which are available online or may be 
provided on request in hard copy. Authors are available to discuss the content of this briefing with Members and 
their staff, but not with the general public. 
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1 Background 

1.1 In 

brief 

The Parliamentary Contributory Pension Fund (PCPF) is a funded, final salary pension 
scheme, the costs of which are met from Members’ contributions, investment returns and an 
Exchequer contribution. The Fund is contracted-out of the second tier of the State Second 
Pension.  

The rules of the PCPF are in regulations under the Parliamentary and Other Pensions Act 
1987.1 The Fund is governed by the board of Trustees2, who have delegated the day to day 
responsibility for the operation of the PCPF to the House of Commons Department of 
Resources.3 

1.2 

Main features of the scheme 

Contributions 

Until recently, Members could opt to make contributions of 10% of their salary and accrue (or 
build up) pension at the rate of 1/40th, or to make contributions of 6% of their salary for 
pension build up rate of 1/50th.  With effect from 1 April 2009, a third option has been 
introduced, for Members to contribute at a lower rate and accrue pension benefits at a rate of 
1/60th of salary.  This was to assist Members affected by the “retrained benefits restriction” 
(see section 3.5 below).  Existing members have a one-off option to switch accrual rates (to 
one-fortieth, one fiftieth or one sixtieth) from 1 April 2009.  Members can choose to backdate 
this option to 1 April 2008 (or the date of the individual becoming a member of the scheme, if 
later).4 
 
Also with effect from 1 April 2009, the contribution rate was increased for all Members as part 
of an agreed package of cost-saving measures agreed by the House of Commons on 25 
June 2009: 
 

7.4 The agreed package of cost-saving changes includes an increase in member 
contribution rates from 10 to 11.9 per cent for a pension building up at an accrual rate 
of one-fortieth of final salary for each year of service, from 6 to 7.9 per cent for a 
pension building up at an accrual rate of one-fiftieth, and from 5.5 to 5.9 per cent for a 
pension building up at one-sixtieth.5 

 
 
1   Parliamentary Pensions (Consolidated and Amendment) Regulations (SI 1993/3253), as amended; A list of 

legislation relating to the Fund can be found in the Parliamentary Contributory Pension Fund Account 2006-
2007, HC 297, 14 March 2008, p2-3 

2   The Trustees during the accounting year 2007-08 were: Sir John Butterfill FRICS MP (Chairman), Rt Hon 

Peter Lilley MP, Dr Howard Stoate MP, Andrew Love MP, Terry Rooney MP (resigned 27 March 2008), David 
Borrow MP (resigned 27 March 2008), Clive Betts MP, Nick Harvey MP, The Rt Hon Lord Naseby PC 
(pensioner Trustee); Sir Graham Bright (pensioner Trustee).  Rt Hon Don Touhig MP (appointed 27 March 
2008), Jim Dowd MP (appointed 27 March 2008). Sir John Butterfill has announced his intention to stand 
down from Parliament at the next General Election (see the Bournemouth Echo, 18 March 2008). 

3   We are grateful to staff from the House of Commons Department of Resources for detailed comments on this 

note 

4    Explanatory Memorandum to The Parliamentary Pensions (Amendment) (No 2) Regulations 2009 (SI 2009 

No. 3154) 

5    Ibid 

3 



 link to page 4  link to page 4  link to page 4  link to page 4  link to page 4 As MPs’ contributions to the Fund stop when they build up sufficient pensionable service to 
qualify for the maximum benefits that can be provided from the Fund, an MP who continues 
to serve after the age of 65 and has not built up the maximum possible benefit may continue 
to make contributions until they reach the maximum.6 

The Exchequer contribution is based on a triennial valuation of the Fund by the Government 
Actuary. 7  This is discussed in more detail in section 1.4 below.  
 

Normal retirement age 

Members of the PCPF can only draw their pension if they have ceased to be an MP, are not 
standing again for election as an MP, and do not hold a qualifying office as a paid minister or 
Office Holder. The normal retirement age in the PCPF is 65 and the minimum retirement age 
is 50 (although this will rise to 55 from 6 April 2010). If a member of the Fund takes early 
retirement their pension is actuarially reduced to take account of its early payment.  

However, Members elected before 4 November 2004 can currently draw an early retirement 
pension without any reduction being applied for early payment if they are aged 60 or above 
and their combined age and qualifying service under the scheme totals 80 or more at date of 
retirement. When the House decided to phase out this retirement provision in 2004, it agreed 
that only qualifying service up to 1 April 2009 or the next General Election, whichever was 
later, would count towards the qualifying period for early retirement.8 MPs who have 
qualifying service of between 15 and 20 years as at the later of April 2009 and the 
forthcoming General Election will have more generous early retirement factors applied to 
their early retirement pension. This will not apply to any pension built up after April 2009 (or 
the General Election if later).9 

An MP who is still an active member of the Fund at the age of 75 may cease participation in 
the Fund, despite continuing as a Member of the House of Commons, a minister or other 
office holder, and take their tax-free lump sum at that point if they wish, with the accrued 
pension suspended until final retirement.10 

Ill-health benefits 

An active Member of the Fund can apply for an ill-health pension if they cease to be an MP 
before the age of 65 and are not a candidate for election or an office holder. An application 
must include medical evidence and Trustees can require the Member to attend a medical 
examination. The Trustees must be satisfied that: 

•  the Member does not intend to seek re-election to the House or accept any future office 

which qualifies for pension under the Fund; 

•  the Member has ceased to be an MP as a direct consequence of his ill-health; and 

•  the Member’s ill-health would prevent him from performing adequately the duties of an 

MP. 

 
 
6   Parliamentary Contribution Pension Fund, Members’ Booklet – MP’s Section, p12 
7   HC Deb, 25 April 2008, c2301W; Parliamentary and Other Pensions Act 1987, section three 
8   HC Deb, 30 October 2006, c22W 
9   The Parliamentary Contributory Pension Fund, Members’ Booklet – MP’s Section, p6 and p12 
10   Parliamentary Pensions (Amendment) Regulations 2007. SI 2007, No 270. Explanatory Note 

4 



 link to page 5  link to page 5  link to page 5  link to page 5  link to page 5 If the above criteria are fulfilled, an immediate ill-health early retirement pension is payable, 
based on the MP’s final pensionable salary at the time of leaving the Fund and based on the 
pensionable service that would have been completed if the person had continued as an 
active Member until their 65th birthday.11 The usual minimum retirement age of 50 (age 55 
from 2010) does not apply when taking ill-health retirement. 

A motion passed in December 2008 provided for a lower level of ill-health benefit, payable to 
those considered capable of undertaking other employment or being appointed to the House 
of Lords and for ill-health pensions to be reviewed periodically.12 

Survivors’ benefits 

A lump sum death gratuity on death in service, equal to four times annual basic 
Parliamentary salary is payable at the Trustees’ discretion. In addition, a spouse or surviving 
partner’s pension is payable, at 5/8th of the prospective pension. Survivors’ pensions are paid 
to both spouses and civil partners on the same basis. Unmarried partners will only receive a 
survivor’s pension if they have been nominated using the Trustees’ nomination form, and 
other requirements may apply, for example the proof of financial dependency or 
interdependency. A pension is also payable to dependent children, at the rate of 1/4 pension 
of the Member if there is one child, or 3/16th per child if there is more than one. 

Pension rights may be transferred in and out of the scheme and there is the option to 
purchase added years, and/or contribute to an AVC scheme with an outside provider, subject 
to certain limits on contributions/benefits.13 

Members’ pension benefits 

The pension received at the normal retirement age will be based on the length of 
pensionable service and the Member’s final pensionable salary. For each year of 
pensionable service the Member will normally receive a pension of either 1/40th, 1/50th or 
1/60th of their final pensionable salary, depending on the contribution rate they chose (see 
above). Once in payment, MPs’ pension benefits are increased in line with the increase in 
the Retail Prices Index (RPI) in the twelve months to the preceding 30 September.14  

Members can choose to exchange part of their pension for a tax-free lump sum, normally 
with a maximum value of 25% of the capital value of the pension fund. Under the Finance Act 
2004, it is not possible for a member of a pension scheme who is over 75 to take part of their 
pension as a tax-free lump sum. 

There is a limit on the benefits the Fund can pay when a Member reaches retirement.  This is 
normally two-thirds of salary.  Until recently, this did not apply to members who joined before 
1 June 1989 in respect of service after the age of 65, but this has now been changed: 

The House agreed that the scheme’s maximum pension limit should be applied to all 
scheme members.  This means that those who joined the scheme before 1 June 1989 
will no longer be able to make contributions to build up benefits after age 65 in excess 
of the two-thirds limit (benefits built up before 1 April 2009 will not be affected).15 

 
 
11   The Parliamentary Contributory Pension Fund, Members Booklet – MP’s Section, page 13  
12   HC Deb, 17 December 2008, c1162-70 
13   Parliamentary Contributory Pension Fund Accounts 2005-6, HC 216 
14 The Parliamentary Contributory Pension Fund, Members Booklet – MP’s Section, page 15 
15 Explanatory Memorandum to The Parliamentary Pensions (Amendment) (No 2) Regulations 2009 (SI 2009 No. 

3154) 

5 



 link to page 6  link to page 6 A Member building up benefits at an accrual rate of 1/50th of salary would need some 33 
years and 4 months service for a full MP’s pension.  Those contributing a higher percentage 
of earnings will need a shorter period of pensionable service to reach the maximum.16  

Members of the Fund can increase their retirement benefits by purchasing extra years of 
pensionable service and additional voluntary contributions.  Members are able to contribute a 
maximum of 10% of salary (in addition to their pension contributions) to purchase extra years 
or service, and/or up to 100% of their salary (less any other pension contributions) to the 
AVC scheme.17 

Ministers and office holders 

The pensions of ministers and certain office holders are provided by a supplementary 
pension Fund which is part of the PCPF. The PCPF has a Supplementary Section for 
ministers, paid Select Committee Chairmen, paid members of the Chairman’s Panel and paid 
office holders. 

The MPs’ Section and the Supplementary Ministerial Section are identical in many respects. 
The main difference is that the final pension in the MPs’ Section is calculated on final salary 
while that in the Supplementary Section it is effectively calculated on re-valued career 
average earnings. This takes account of the fact that ministers may be in office for one or 
several short periods at a time and that they may revert to being backbenchers for several 
years before they retire. 

Ministers are members of both the MPs’ Section and the Supplementary Section although 
Ministers who are Members of the House of Lords are only eligible to join the Supplementary 
Section. In the case of ministers only, their salary is their ministerial salary. The contribution 
and pension build up rates for the MPs’ and Supplementary Sections are the same. 

Different arrangements exist for the Prime Minister, Lord Chancellor and Speaker at present 
but this is subject to change for the Prime Minister and the Lord Chancellor. Their pensions 
are in fact ex-gratia awards, paid from the Consolidated Fund.  

Pension arrangement for these positions are considered in a separate Standard Note, 
SN/BT/4586, Pensions of ministers and senior office holders.  

1.3 Numbers 

 

As at 1 April 2008: 

•  634 MPs were active members of the scheme. The average pensionable service for MPs 

(including service credit from transfers in from other pension schemes and additional 
years of service purchased by member) was 15.4 years. 

•  186 former MPs and office holders had an entitlement to deferred benefits, generally 

coming into payment at the age of 65. The average amount of deferred pension to which 
former members were entitled was approximately £13,500 a year including cost of living 
increases up to the valuation date.   

•  There were 846 pensioners (including payments of pensions to dependants of deceased 

former members and payments that are required to be made to some current MPs). The 

 
 
16   Parliamentary Contributory Pension Fund, Maximum Benefits, Information Sheet 3 
17   Parliamentary Contributory Pension Fund, Added Years and Additional Voluntary Contributions (AVCs), 

Information Sheet 1 
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 link to page 7  link to page 7  link to page 7 total amount of pensions in payment was £13.5 million. The average amount of pension 
in payment was approximately £18,600 a year to former MPs and office holders, and 
£11,100 a year to dependants.18 

1.4 

Costs and funding 

The costs of the PCPF are met from investment returns and contributions from Members and 
the Exchequer: 
 

The Parliamentary Contributory Pension Fund (PCPF) is a fully-funded pension 
scheme whose costs are met from Members’ contributions, investment returns and an 
Exchequer contribution. The Government Actuary undertakes a triennial valuation in 
which he makes recommendations as to the necessary Exchequer contribution to the 
PCPF. This can rise or fall depending on factors such as predicted investment returns 
and longevity assumptions.19 

The 2002 valuation saw a significant increase to the Exchequer contribution due to a 
combination of a thirteen year contribution holiday and disappointing investment returns.20 
The 2005 valuation assessed the deficit in the fund as being £49.5 million. The Exchequer 
share of the cost of accruing benefits was 18.1%.  Additional Exchequer contributions of 8.7 
per cent of payroll were needed to amortise the deficit in the fund.  The contribution rate 
recommended to be paid by the Exchequer from 1 April 2006 was therefore 26.8% of the 
pensionable salaries of scheme members.21   

As at April 2008, the Government Actuary’s Department (GAD) assessed the cost of accruing 
benefits for each year of membership as being 32.2% of Fund payroll. Member contributions 
were expected to average 9.1%. GAD therefore recommended that the Exchequer’s share of 
the cost of accruing benefits should be 23.1%. However, because additional Exchequer 
contributions were needed to amortise the deficit in the PCPF, the recommended Exchequer 
contribution rate from 1 April 2009 was 31.6% of pensionable pay, minus any changes to 
members’ contributions or benefits as part of a cost-sharing or cost-capping mechanism: 
 

1.4  Past Service Assessment The value of liabilities accrued up to the valuation date 
is assessed as £418.1 million. The value of the assets on the same date is assessed 
as £376.2 million using the market value method and £366.8 million using the 
discounted income method. The deficit at 1 April 2008 on the market value method is 
accordingly £50.9 million as set out below: 

Value at 1 April 2008 (£ million)

Liabilities

418.1

Assets

367.2

Deficit

50.9

Funding level (=assets/liabilities)

87.80%  

1.5. The deficit of £50.9m at this valuation is marginally higher than the deficit of 
£49.5m at the 2005 valuation.  The main areas where the experience of the scheme 

 
 
18   Government Actuary’s Department, Parliamentary Contributory Pension Fund Valuation as at 1 April 2008, HC 

345, 31 March 2009, p7-8 

19   HC Deb, 25 April 2008, c2301W; Details of Exchequer contributions from 1978 to 2005-06 were provided in a 

Parliamentary Written Answer of October 2006 (HC Deb, 30 October 2006, c20-21W) 

20   HC Deb 24 March 2003, cc 2-3WS 
21   Parliamentary Contributory Pension Fund, Report by the Government Actuary on the Valuation as at 1 April 

2005, HC 979, 20 March 2006, para 1.8-1.10 

7 



 link to page 8  link to page 8  link to page 8  link to page 8  link to page 22 has differed from what was assumed in 2005 are investment returns, which were better 
than expected, and salary increases, which were lower than expected. The most 
important change to the assumptions is increased longevity, which largely offsets the 
positive experience of good investment returns and low pay increases. 

1.6.  Future Service Assessment The cost of benefits accruing in the PCPF for each 
year of membership is assessed as 32.2% of scheme payroll. This compares with an 
assessed cost of 27.4% of pay at the 2005 valuation, with the increase being primarily 
attributable to the changes made to longevity assumptions.  

1.7 Members’ contributions to the Fund are expected to average 9.1% of the scheme 
payroll, compared with 9.3% at the 2005 valuation. The Exchequer’s share of the cost 
of accruing benefits is therefore assessed as 23.1% of payroll, compared with 18.1% at 
the 2005 valuation. 

1.8 Recommended Exchequer Contribution Rate  Exchequer contributions need to be 
at a higher level than the Exchequer’s share of accruing benefits in order to amortise 
the deficit. Amortising the deficit of £50.9 m over a 15-year period results in an addition 
of 8.5% to the Exchequer’s share of the cost. 

1.9 Taking account of the Exchequer share of future service costs (23.1% of pay) and 
of the additional contributions needed to meet the deficit (8.5% of pay), I recommend 
that the rate of the Exchequer contribution to be paid from 1 April 2009 should be 
31.6% of pensionable salaries. 

1.10 Cost-sharing/capping The Senior Salaries Review Body (SSRB), in their report of 
January 2008, recommended that a form of cost sharing and a form of cost capping 
should be introduced into the PCPC. These recommendations of the SSRB were 
endorsed, in principle, by the House of Commons in a vote of the House on 24 January 
2008. As it is possible that some form of cost-sharing or cost-capping mechanism may 
be introduced before the next actuarial valuation of the scheme, the contribution rate 
recommended to be paid by the Exchequer from 1 April 2009 is expressed as 31.6% 
minus the value of whatever changes in member contributions or benefits may be 
implemented.22 

The Senior Salaries Review Body (SSRB) had recommended in January 2008 that there 
should be a ceiling of 20% on the Exchequer contribution to the cost of accruing benefits.23  
On 25 June 2009, the House agreed to increase Member contribution rates and cap the 
Exchequer contribution at 28.7% of salary (20% for accruing benefits and 8.7% to fund the 
deficit) backdated to 1 April 2009.24  It also agreed that the Leader of the House should bring 
forward proposals to cap the Exchequer contribution for 2009-10 at its 2008-09 level (26.8% 
of salary - 18.1% for accruing benefits and 8.7% to fund the deficit).25  This is discussed in 
more detail in section 4 below. 

The SSRB also recommended a major review of the Fund if it looked likely that the 
Exchequer Contribution cost of accrual of benefits for MPs in service (excluding payments to 
amortise the accumulated deficit identified in the 2005 valuation of the Fund) would rise 

 
 
22   Government Actuary’s Department, Parliamentary Contributory Pension Fund. Valuation as at 1 April 2008. 

HC 345, 31 March 2009 

23   Review Body on Senior Salaries, Review of Parliamentary pay, pensions and allowances 2007, January 2008, 

Cm 7270, para 3.54 

24   The House of Commons: Members Annual Report, Resource Accounts & Audit Committee Annual Report 

2008-09, HC 955, p14 

25   HC Deb, 25 June 2009, c1018; Parliamentary Contributory Pension Fund Accounts 2007-08, 28 April 2009, 

HC 224 

8 



 link to page 9  link to page 9  link to page 22  link to page 9 above 20 per cent of payroll.26  The Government accepted this.27  A review is now under way 
(see section 4 below).  

The marginal increase in the deficit at the 2008 valuation compared to 2005 was largely due 
to increased longevity: 

1.5 The deficit of £50.9m at this valuation is marginally higher than the deficit of 
£49.5m at the 2005 valuation. The main areas where the experience of the scheme 
has differed from what was assumed in 2005 are investment returns, which were better 
than expected, and salary increases, which were lower than expected. The most 
important change to the assumptions is increased longevity, which largely offsets the 
positive experience of good investment returns and low pay increases.28 

2 

The origins of the current arrangements 

The first pension arrangements for MPs were introduced in 1964, as is explained by the 
House of Commons Library Fact Sheet, Members’ Pay Pension and Allowances: 

A pension for MPs was first introduced on 16 October 1964. The Committee on the 
Remuneration of Ministers and Members of Parliament (the Lawrence Committee, 
Cmnd 2516) recommended that a pension scheme for MPs should be introduced. This 
was done by the Ministerial Salaries and Members' Pensions Act 1965. The scheme 
was unusual in that both benefits and contributions were fixed in money terms. 

In December 1970 the Government announced that the recently established Review 
Body on Top Salaries (TSRB) would undertake subsequent reviews of the 
arrangements for salaries, allowances and pensions of Ministers and MPs. 

The first report of the TSRB (Cmnd 4836) recommended a restructured pension 
scheme with pension related to "final salary", accruing at 1/60th for each year of 
service. The scheme was to be extended to include Ministers and certain other office 
holders who wished to participate. The new scheme was established under the terms 
of the Parliamentary and Other Pensions Act 1972. Subsequent reviews resulted in 
amending Acts in 1976, 1978 and 1981. 

The next major change resulted from the 20th Report of the TSRB (Cmnd 8881) which 
recommended an accrual rate of 1/50th, with effect from 20 July 1983. The contribution 
payable by Members was increased to 9% of salary. These changes and other minor 
matters were given legal force by the Parliamentary Pensions etc. Act 1984. The 31st 
Report of the TSRB, (Cm 1576), approved by Parliament on 18 July 1991, then 
recommended that the contribution payable by Members be reduced to 6% of salary; 
this took effect from 1 April 1992. 

Pressure for a single consolidation document had grown throughout this period, and 
resulted in the Parliamentary and Other Pensions Act 1987. This Act meant that the 
detailed arrangements could be set out in regulations. This led to the Parliamentary 
Pensions (Consolidation and Amendment)Regulations 1993 (SI 1993/3253) and the 
Parliamentary Pensions (Additional Voluntary Contributions Scheme) Regulations (SI 
1993/3252), which came into force on 21 January 1994. 

The AVC Scheme enables Members to purchase additional pension benefits within 
limits proscribed by the Fund Regulations. In 1995 the House voted to increase the 

 
 
26   Review Body on Senior Salaries, Review of Parliamentary pay, pensions and allowances 2007, Cm 7270, 

para 3.58 

27   HC Deb, 16 January 2008, s34WS 
28   Ibid 
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 link to page 10  link to page 10  link to page 10  link to page 10  link to page 10 accrual rate from 1/60th to 1/50th for service prior to 20 July 1983, for Members who 
were serving as at 1 April 1995. Other regulations affecting the scheme have been laid. 
A comprehensive listing of the entire scheme’s primary and secondary legislation can 
be found in Halsbury’s Statutes.29 

3 

Developments from 2001 

In May 1999, the Senior Salary Review Body (SSRB) was invited to undertake a “review of 
the Parliamentary Pension Scheme and assess it against current good practice.”30  The 
review made eight recommendations on changes to the scheme. These included: changes to 
survivors’ benefits; treatment of service in other UK parliaments or assemblies or as an MEP; 
a change in the abatement rules affecting an MP in receipt of a pension and serving as an 
office holder in the House of Lords.31  Perhaps the most significant changes to the scheme to 
follow on from the 2001 SSRB review, related to the accrual rate and survivors’ benefits, as 
discussed below. 

3.1 

Increase in the accrual rate 

The Trustees of the PCPF told the SSRB they thought the pension accrual rate32 in the Fund 
should increase to 1/40th, with the additional costs to be borne by the Exchequer. However, 
the SSRB considered the existing pension accrual rate (1/50th) to be fair:  
 

7.  The current accrual rate of 1/50th of salary per year of service dates from 1983. In 
1995 this accrual rate was extended to the service of sitting Members with service 
dating back before 1983.  The Trustees told us of their reservations about the 
appropriateness of the Hay job evaluation system used by the Review Body in 1996 to 
determine the appropriate level of remuneration for Members. In their view it attached 
insufficient weight to the quality of MPs work, additional unpaid duties, the volume of 
casework and the exceptionally long hours. The trustees were ‘of the firm opinion that 
the nearest comparator for pension purposes, to reflect fully the sheer range and 
diversity of the job of an MP, are directors and senior executives in the private sector.’  
Taking account of the comparable accrual rates in industry, job insecurity and the 
difficulty of securing subsequent employment, they urged that the accrual rate be 
increased to 1/40th and the additional costs be borne by the Exchequer. 

8. It remains the Review Body’s view that the right comparators for MPs are posts of 
equivalent weight in the public sector/professional area. Research conducted for our 
22nd report on Senior Salaries indicated that benefits on retirement for private sector 
employees at comparator levels accrued at a rate of 1/55th. The 1999 NAPF survey 
shows that, except for directors and senior executives in the private sector, few 
schemes enjoy as good an accrual rate as the PCPF. In the public sector an accrual 
rate better than 1/60th is exceptionally rare. In our view the current 1/50th rate is fair: its 
relative generosity helps to compensate for the unusual features of an MP’s job.33 

In debate on the SSRB report, John Butterfill (on behalf of the Trustees) introduced an 
amendment to increase the accrual rate: 

 
 
29   House of Commons Information Office, Members’ pay, pensions and allowances (factsheet M5), October 

2008, pp  

30   Review Body on Senior Salaries, Review of the Parliamentary Pension Scheme, Cm 4996, March 2001, para 

1 

31   Ibid, p7 
32   Also referred to as benefit build up rate 
33   Review Body on Senior Salaries, Report No. 47, Review of the Parliamentary Pension Scheme, Cm 4996, 

March 2001 
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 link to page 11  link to page 11  link to page 11  link to page 11 "And that this House further endorses the recommendation of the Trustees of the 
Parliamentary Contributory Pension Fund that the accrual rate be increased to 1/40th 
and that the additional cost be borne by the Exchequer".—[Mr. Butterfill.]34  

He argued that the PCPF provided inferior benefits compared with other UK public service 
schemes and Parliamentary pension schemes in other countries: 

We are probably the meanest democracy in the western world in the way that we treat 
our Members of Parliament in terms of pensions. I will demonstrate that with facts and 
figures, but first I shall give some other public sector comparisons. Only one other 
public sector involves the principle of interrupted service: when the legal profession 
moves into the judiciary, sometimes temporarily. The judges' scheme is complicated. 
They used to receive a full pension after 15 or 20 years, depending on the rank of 
judge they were, but they are now on an accrual rate of one fortieth, which is what we 
are asking for.  

The police have a complicated accrual rate. The rate is one sixtieth for the first 20 
years and two sixtieths for each year thereafter, up to a maximum of forty sixtieths, 
which means that they receive, effectively, an accrual rate of one fortieth. They achieve 
a maximum pension of two thirds after 30 years of service. Of course, their retirement 
age is very much lower than ours. We retire at 65, although it is possible to retire at 60 
if one is willing to take a substantially reduced pension. In the police service, however, 
the pension is payable from the age of 50. Normal retirement age in the police is 55, 
and 60 for inspectors and superintendents, except in the Metropolitan police, for whom 
it is 55.  

Similarly, in the armed forces, to which reference has been made, the scheme grants a 
full pension after 34 years' service. That is similar to our scheme, but the armed forces' 
retirement age is 55 and they can retire after 16 years' reckonable service. Unlike our 
scheme, theirs is non-contributory. 35 

This change in the accrual rate had previously been proposed as long ago as 1980.36 The 
Government opposed the amendment, but it passed by 215 votes to 172. 

Funding the increased accrual rate 

There was a delay in implementing the increased accrual rate because of concerns about 
how it would be financed. On 7 May 2002, Robin Cook, the then Leader of the House, 
announced that the question of how the increase in the accrual rate should be funded had 
been referred to the Senior Salaries Review Body.37  On 15 July 2002, Mr Cook announced 
the SSRB’s recommendations in a written answer: 

Mr. Robin Cook: In July of last year the House voted to increase the accrual rate of 
the parliamentary pension from one-fiftieth to one-fortieth. The Government did not 
accept the proposal in the resolution that all the cost should fall on the Exchequer. I 
therefore announced on 7 May that I had referred the cost of this improvement to the 
SSRB.  

The SSRB has now reported. In brief, they recommend that the cost of the faster 
accrual rate, which is estimated at 5.1 per cent. of pay, should in the short-term be split 
with Members contributing 3 per cent. and the Exchequer contributing 2.1 per cent. 
The SSRB further recommends that this additional Exchequer contribution should be 

 
 
34   HC Deb 5 July 2001, c471 
35   HC Deb 5 July 2001, c452 
36   HC Deb 5 July 2001, c452. Although MPs agreed to it, it was never implemented. 
37   HC Deb 7 May 2002, c74W 
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 link to page 12  link to page 12 taken into account in subsequent reviews of MPs pay so that eventually the full cost of 
the accrual rate is borne by MPs.  

The Government accept these recommendations of the SSRB. I am therefore today 
laying an Order giving effect to the new accrual rate and also to other 
recommendations of the SSRB which the House approved last July… 

The new contribution rate for Members will be 9 per cent. of pay. The statutory 
instrument provides that contracting into the new accrual rate will be optional for 
existing members of the scheme.  

I hope this sensible compromise will be welcome. I believe it fairly recognises the 
decline in the average length of service of MPs, which has had the effect that only a 
handful of Members now achieve the maximum pension entitlement. 38 

The SSRB recommendations were formally set out in a letter to Mr Cook dated 18 June 
2002. It concluded that the increase in contributions needed to fund the improved accrual 
rate should primarily be met by Members: 

In its earlier review of the parliamentary pension scheme, the Review Body considered 
whether, in the context of the total remuneration package of MPs, an accrual rate of 
1/50th still seemed appropriate when considered alongside the' rates available in other 
schemes, particularly those covering MPs' comparator jobs.  The Review Body 
concluded that it did, and that remains its view in the light of the evidence summarised 
above. 

Noting that none of the evidence it received argued for the benefit of a 1/40th accrual 
rate to be applied to past service, and given the cost, the Review Body concluded that 
if a new accrual rate of 1/40th is to be conceded, this should be applied to future 
service only. 

As regards who should pay the increased contribution of 5.1 % of pensionable pay 
needed to fund the improved accrual rate of 1/40th for future service, the Review Body 
concludes that MPs should be the primary contributors and that Members' 
contributions should increase immediately by 3% to a new total of 9% of pensionable 
pay.  (This figure may need to be revised in light of a more accurate estimate by GAD 
of the cost involved.)  This will leave 2.1 % to be funded initially by the taxpayer, but 
the Review Body considers that this additional contribution should be taken into 
account in subsequent reviews of MPs pay, particularly taking into account their wish 
to give greater weight to pension benefits within total remuneration, so that eventually 
the full cost of implementing the increased accrual rate is borne by MPs on an ongoing 
basis.39 

The Parliamentary Pensions (Amendment) Regulations 2002 (SI 2002/1807) were laid on 15 
July 2002. As there were drafting errors in these regulations the Parliamentary Pensions 
(Amendment) (No.2) Regulations 2002 (SI 2002/1887) were laid on 22 July 2002. Both sets 
of regulations came into force on 5 August 2002. The regulations provided for an increase in 
contributions and an increase in the accrual rate, for members and office-holders:  

•  Regulation 2 introduced a new contribution rate from 15 July 2002; however serving 

members could opt to continue to pay 6%. Alternatively members could elect to increase 
their contributions from 5 July 2001, by making a backdated contribution. 

 
 
38   HC Deb 15 Jul 2002 c83-4W  
39   Letter from John Baker, OBE, chairman of SSRB to Robin Cook, dated 18 June 2002 
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 link to page 13  link to page 13  link to page 13  link to page 13  link to page 13  link to page 13  link to page 13  link to page 13 •  Regulation 3 changed the basis on which pensions are calculated. All those who chose 

to pay the higher rate of 9% have their pension calculated on 1/40th per year of service, 
from the date at which they began to pay a higher rate of contribution. The pension for 
earlier service is calculated on 1/50th per year of service. MPs who continue to pay 6% 
also have their pension calculated on 1/50th per year of service.40 

The regulations were considered by the Standing Committee on Delegated Legislation on 23 
July 2002 and passed by 14 votes to 1.41   

Reaction to the increase in the accrual rate was mixed. The SSRB in its recommendations 
did not give full support to the increase, and made it clear that it was only recommending 
how to implement it, not recommending that the increase be made. Steve Webb, the Liberal 
Democrat pensions spokesperson, opposed the increase in the accrual rate. He argued that 
“Our constituents will be seeing the stock market fall affecting private pensions. It seems 
particularly crass to be asking them to subsidise ours”.42 The then-Leader of the 
Conservative Party, Iain Duncan-Smith, was reported as saying that he would not opt for the 
increase in accrual rate on the grounds that  it “sent the ‘wrong signal’ to voters, whose 
pensions were suffering in the light of the collapse of the stock market.”43  The then 
Chancellor of the Exchequer Gordon Brown told the Treasury Select Committee, “I would not 
be happy if excessive amounts of public funds were put into the pension settlement”.44 
Unison was reported to have criticised MPs for enhancing their pension, while failing to halt 
the closure of final salary pension schemes.45 

In 2003 the Government Actuary calculated the net cost of the pension accrual rate 
improvement as 4.6% of pay, lower than the initial estimate of 5.1%. This was because not 
all Members opted for the higher accrual rate.46 

The 2004 SSRB Review recommended that the contribution rate for those MPs who had 
opted for the 1/40th accrual rate should be increased by 1 per cent to 10%, with effect from 1 
April 2004. The report goes on to put the 10% figure in context with private and other public 
service schemes, stating that: 

An employee contribution of ten per cent is high by comparison with the private sector, 
where employee contributions into defined benefit pensions plans by comparator 
groups are typically around five per cent. It is also high by comparison with many 
schemes in the public sector, but it is not unique. For example, contribution rates are 
11 per cent in the case of the police and fire service, which also have relatively 
advantageous accrual rates compared to other schemes.47 

The change was agreed to on 3 November 2004. In the debate on the report on the same 
day, the Leader of the House of Commons summarized the Government’s attitude to the 
contributions increase as follows: 

 
 
40   The regulations also provided for an increase in death benefits and equal treatment of dependant children 

where a member died on or after 1 April 2001  

41   “MPs give a further boost to their pension plans”, The Guardian 24 July 2002 
42   As quoted in “Tory leader backs Brown on pensions”, The Guardian, 19 July 2002 
43   As quoted in “Tory leader backs Brown on pensions”, The Guardian, 19 July 2002 
44   As quoted in “Brown and Duncan Smith condemn new deal for MPs Pensions” Daily Telegraph 19 July 2002 
45   “MPs vote to improve their pension schemes” Financial Times 24 July 2002 
46   Parliamentary Contribution Pension Fund Valuation Report, HC 445 2002/03, March 2003 
47   Review Body on Senior Salaries, Review of Parliamentary Pay and Allowances, Cm 6354, October 2004, p14 
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 link to page 14  link to page 14 The second motion before the House is to implement the SSRB recommendation that 
the contribution rate for those scheme members who have opted for their pension to 
build up at a rate of one fortieth of final salary for each year of service should increase 
from 9 per cent. to 10 per cent. It may be recalled that in 2002, the SSRB 
recommended that, in the first instance, the contribution rate of members who opted for 
the one-fortieth accrual rate should increase to 9 per cent. It recommended that the 
remaining cost of the benefit improvement should be taken into account in subsequent 
reviews of pay and allowances. That would mean that eventually the full cost of 
implementation would be borne by Members on an ongoing basis. The Government 
accepted that recommendation. 

The SSRB has now considered the options for recovering the remaining cost. It has 
concluded that it would be unfair to restrict future pay increases for all Members 
irrespective of whether they had opted for the one-fortieth accrual rate. It has instead 
recommended that the contribution rate for those who opted for the improved accrual 
rate should increase by 1 per cent. from 1 April 2004. It considers that an appropriate 
step towards recovering the full cost. The SSRB remains of the view that the full cost of 
the benefit improvement should in due course be borne by Members on an ongoing 
basis. It intends to take outstanding the amount into account in its next review of 
parliamentary pay and allowances. 

The Government are content with the SSRB’s recommendation to phase the recovery 
of the additional cost and believe that it should be implemented. If the House agrees, I 
understand that the Trustees would propose that the collection of arrears back to 1 
April this year should be spread over the balance of the current tax year, so that 
Members are not saddled with a huge bill. The Government are happy with that 
approach.48 

In 2007, the SSRB considered whether a further increase in the contribution rate by 
Members was required to pay for the 1/40th accrual rate. Watson Wyatt (actuarial 
consultants) was commissioned to report on pensions for the SSRB. It found that there was 
no further cost to take into account: 

The increase in members’ contribution from 9% to 10% of pay in 2004 (in addition to 
the increase from 6% to 9% at the time of its introduction) can be considered to have 
borne the increase in cost in full.49 

The SSRB therefore recommended that no increase in MPs’ pension contributions was 
needed simply to pay for the 1/40th accrual rate. 

3.2 Survivors’ 

benefits 

The SSRB’s 2001 report made a number of recommendations on the subject of survivors’ 
benefits: 

Recommendation one: We recommend that the lump sum death in service payment be 
increased from three times annual basic salary to four times annual basic salary and that the 
increased cost of around 0.4 per cent be borne by the Exchequer.  (Paragraph 10) 

Recommendation two: We recommend that the rules should be amended to remove the 
provision for curtailing the pension of a widow/widower of a deceased Member on remarriage 

 
 
48   HC Deb 3 November 2004, cc330-331 
49   Watson Wyatt report in Review Body on Senior Salaries, Review of Parliamentary pay, pensions and 

allowances 2007, Cm 7270-2, para 2.30 
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 link to page 15  link to page 15  link to page 15 or cohabitation.  Any consequential increase in the contribution rate should be borne by the 
Exchequer.  (Paragraph 15) 

Recommendation five: We recommend that the rules of the scheme should be revised in 
respect of benefits for children to ensure that all dependent children receive equality of 
treatment.  (Paragraph 21) 

Recommendation eight: We recommend that the Trustees should canvas the views of 
Members of the PCPF on the issue of survivor pensions for unmarried partners.  (Paragraph 
34).50 
 
Recommendations one and five were implemented by the Parliamentary Pensions 
(Amendment) Regulations 2002 (SI 2002/1807) and the Parliamentary Pensions 
(Amendment) (No 2) Regulations 2002 (SI 2002/1887), with effect from 1 April 2001. 
 
The extension of survivor’s benefits to unmarried partners was the subject of an amendment 
by Dr Evan Harris when the SSRB report was debated by Parliament in July 2001: 

"And that this House believes that survivors' benefits could apply to unmarried partners 
as well as spouses"—[Dr. Harris.] 51 

This amendment was passed by 289 votes to 33.   

In his written answer of 15 July 2002 the then Leader of the House Robin Cook said the 
Government’s policy was that the cost of improvements to survivor’s benefits should not fall 
on the taxpayer: 

There are two remaining issues, whether survivor pensions should be extended to 
unmarried adult dependants and whether survivor pensions should continue if a 
spouse remarries. It is the Government's policy that neither the cost of extending 
pensions to surviving adult dependants, nor that of the SSRB recommendation to pay 
pensions to surviving spouses for life, should fall on the taxpayer. Following the vote 
last year, the trustees of the pension scheme were asked to consider how these 
proposals could best be implemented at no cost to the Exchequer. The trustees only 
reported on 5 July. There has not therefore been sufficient notice for the Government 
to reach a view on these proposals and whether they do protect the taxpayer against 
any additional cost. I expect to bring forward proposals to the House in the autumn. 
Changes will be backdated to today's date.52 

In 2004, the SSRB report recommended that the Trustees should decide what action to take 
on three recommendations outstanding from the SSRB’s March 2001 report, including:   

That the provision for curtailing widows’ and widowers’ pensions upon their remarriage 
should be removed, at Exchequer cost… 

That the Trustees should canvas the views of the members of the PCPF on the issue 
of survivor pensions for unmarried partners. 

 
 
50   Review Body on Senior Salaries, Review of the Parliamentary Pension Scheme, Cm 4996, March 2001, p7-8 
51   HC Deb 5 July 2001, c474 
52  HC Deb 15 July 2002 c83-4W   
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 link to page 16  link to page 16  link to page 16  link to page 16 It considered that an increase in the retirement age (see below) could enable the proposed 
improvements to survivors’ benefits to be made.53 

The House passed a motion on 3 November resolving that these changes should be 
implemented as part of a package that was cost-neutral to the Exchequer: 

That this House notes recommendation 3 contained in the report of the Review Body 
on Senior Salaries on parliamentary pay and allowances (Cm. 6354-1), a copy of 
which was laid before this House on 21st October, and is of the opinion that, subject to 
consultation with the Trustees of the PCPF and the Government Actuary as to the 
detailed implementation, the proposals set out in paragraphs (1) to (3) below should be 
adopted as a package which is, overall, at least cost neutral to the Exchequer: 

(1) Pensions calculated on the same basis as pensions for widows and widowers 
should be introduced for surviving unmarried partners of members in service on or 
after 3rd November 2004. 

(2) Pensions for the widows, widowers and unmarried partners of members in service 
on or after 3rd November 2004 should be payable for life.54 

The  Parliamentary Pension (Amendment) Regulations 2005 introduced provisions for 
surviving partners who were neither married nor a civil partner and made pensions to adult 
survivors payable for life (although the amount payable can be reduced where the adult 
survivor is more than 12 years younger than the participant).55 

3.3 Retirement 

age 

In 2004, the SSRB considered the implications for the scheme of the Government’s proposal 
that the retirement age in public service schemes should increase to 65.56  Members of the 
PCPF with at least 20 years service could draw an unreduced pension from age 60. The 
SSRB said that removing this provision for new entrants (and possibly for the future service 
of existing members) could enable improvements in the scheme relating to survivor’s 
benefits: 

3.21 However one aspect of the reforms (not part of the Bill) which could have a 
significant impact on the PCPF is the change in Government policy on retirement age 
in relation to public service occupational pension schemes. The new policy is to 
implement a retirement age of 65 (rather than 60) for public servants who take up 
employment from a date yet to be fixed, probably no later than 2006. The Government 
also intends that the retirement age for the future service of existing members of 
pension schemes should be increased to 65 from a date yet to be agreed (e.g. it could 
relate to service after 2010). 

3.22 As noted in paragraph 3.5 above, MPs with at least 15 years of service may 
currently draw their pension on retirement from age 60 without any reduction for its 
early payment, if age and service total more than 80 years. Pensions that are reduced 
for early payment – but on favourable terms to the extent that length of service 

 
 
53   Review Body on Senior Salaries, Review of Parliamentary Pay and Allowances 2004, Cm 6354-1, October 

2004, para 3.22 

54   House of Commons, Votes and proceedings: 3 November 2004: http://www.parliament.the-stationery-

office.co.uk/pa/cm/cmvote/41103v01.htm (retrieved 17 December 2008) 

55   Parliamentary Pension (Amendment) Regulations 2005 (SI 2005. No. 887) 
56   DWP, Simplicity, security and choice: Working and saving for retirement, December 2002, Cm 5677; , 
Chapter 6, para 65-69; This issue is covered in more detail in Library Standard Note, SN/BT 2209, Public Service 
Pension Age 
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 link to page 17  link to page 17 exceeds 15 years – may also be paid to any member from age 50. It would be possible 
to alter the PCPF provisions in line with the proposed policy for public service workers, 
by removing the favourable early retirement terms for future new entrants (from, say, 
the date of the next election). Such a change might also be applied to the future 
service of existing PCPF members. If introduced as part of a package of changes, it 
may be possible to make improvements to the scheme (e.g. in respect of unmarried 
partners’ pensions, and by removing the cessation on remarriage provisions) without 
increasing members’ contribution rates. 

3.23 The Government’s evidence to us indicated that it expected the new retirement 
age of 65 to be applied to the PCPF. Assuming that this is confirmed in due course, the 
current provisions which allow unreduced pensions to be payable before age 65, 
subject to completion of a minimum length of service, would no longer be available. 
Such a change would lead to some reduction in the costs of the pension scheme, 
which are estimated by GAD at 1.5 per cent of pay on an ongoing basis, when spread 
across the membership as a whole. As noted above, this saving could offset the 
additional cost of providing other benefits.57 

On 3 November 2004 the House passed a resolution on pensions which, amongst other 
things, provided: 

The early retirement provisions which permit a member who has accrued at least 15 
years service to retire before the age of 65 on favourable terms should be removed for 
those who become members of the scheme after 3rd November 2004 and phased out 
for existing members from 1st April 2009, or the day after the general election after 
next, whichever is the later.58 

3.4 Taxation 

The  Finance Act 2004 introduced a simplified taxation regime for pension schemes. The 
2004 SSRB review gave its view on the implications for the PCPF and then put forward the 
following issues for consideration: 

3.33 GAD concludes its report by advising that specific changes to the PCPF’s detailed 
benefit provisions that could be considered in conjunction with the introduction of the 
new Inland Revenue regime include the following: 

•  Allowing a greater proportion of the PCPF pension to be commuted to a tax-free 

lump sum at retirement, possibly up to the level permitted under the new Inland 
Revenue regime. This change may be particularly attractive, as the cash 
commutation facility is generally popular with members, and there should be no 
additional cost to the scheme. 

•  Abolishing the limit of 2/3rds final salary on pension benefits payable from the 

PCPF. This would increase the cost of providing pensions for those members who 
are already restricted by the current limit, as well as those who would have been 
restricted by it in future. 

•  Removing the “earnings cap” restriction on the salary level that may be pensioned 

in the PCPF. This restriction only applies to members who joined after 1989 and 
whose total parliamentary salary (including office holder salary) exceeds the 
earnings cap – £102,000 p.a. for 2004-05. For members currently affected, 
removing this restriction would represent a windfall gain in terms of the value of the 
accrued pension benefits, if the relaxation were to be given in respect of pension 

 
 
57   Cm 6354-I, p15 
58   House of Commons, Votes and proceedings: 3 November 2004 
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 link to page 18  link to page 18 rights already accrued, as well as those that will accrue after the change. 
Removing this restriction would increase the cost of providing pensions for those 
members who are restricted by the current limit, as well as those who would have 
been restricted by it in future. 

•  Removing the restrictions that relate to Retained Benefits (pension rights earned 

prior to joining PCPF). This limitation restricts those with a substantial level of other 
pension provision to a PCPF pension accrual rate of only 1/60th of final salary per 
year of service. Its removal would increase the cost of providing pensions for the 
relatively small number of members who are likely to be affected by it. 

3.34 A further issue for consideration is that referred to in paragraph 3.31, namely 
whether the PCPF contribution limits should indeed be relaxed in line with the new 
Inland Revenue regime. 

3.35 In due course it will be important to consider whether or not any changes should 
be made to the structure of the PCPF. In the first instance it will be for the Government 
to clarify its policy intention in respect of the retirement age for members of the Fund, 
and its early retirement provisions. It will then be for the Government in conjunction 
with the Trustees to consider: 

•  Changes consequent upon the new tax regime; 

•  Changes to survivor benefits under the scheme to cover civil partners; and 

•  The mechanism for meeting the cost (or taking account of the savings) of such 

changes. 

Depending on what is ultimately decided, we may need to consider the implications for 
MPs’ remuneration in our next report.59 

Regulations implementing changes consequent upon the pension tax simplification changes 
were introduced from 6 April 2006.60 The main parts of the package were: 

•  Measures to ensure compliance with the Finance Act 2004, including: restricting 

dependents’ pensions in certain circumstances where the member was over 75 when 
they died (regulation 7); amending the PCPF scheme’s definition of “incapacity” for the 
purpose of ill-health pensions (regulation 10); and enabling the PCPF scheme to pay 
certain tax charges (regulations 14 and 25).  

•  Changes to the PCPF scheme’s added years arrangements. These ensure the 

arrangement provides a worthwhile facility to those who may only serve for a relatively 
short period of time and may not have built up significant pension rights elsewhere, whilst 
reducing the scope for abuse which would exist if those purchases which are currently 
unlimited were allowed to continue. (regulation 3)  

•  Allowing members of both the PCPF scheme and its AVC scheme to take the maximum 

tax-free lump sum permitted under the new tax regime. (regulations 5 and 23)  

•  Accounting for the fact that under the Finance Act 2004 it will not be possible after 5 April 

2006 for members over 75 to take a tax-free lump sum with their pension, to get tax relief 
on their pension contributions or have a tax-free lump sum paid on their death. The 

 
 
59   Cm 6354, pp17-18 
60   Parliamentary Pensions (Amendment) Regulations 2006, SI 2006.No 920 

18 



 link to page 19 regulations give PCPF members who are already over 75 the choice of either continuing 
in the Fund but with no lump sum payable, or being awarded their pension immediately 
before 6 April 2006 (hence being allowed to take their tax-free lump sum immediately), 
but having their pension fully abated until they retire. This provision will be extended to 
members that reach 75 after 5 April 2006, once the provisions enabling abatement of 
pension in the draft Finance Bill come into force.61 The regulations also provide an 
alternative to the existing death in service benefit for members over 75, and extend their 
five year pension guarantee by up to a further five years, so that it does not commence 
until they actually retire. (regulations 5, 6, 8 and 9)  

•  Imposing a time limit of 12 months for transferring pension rights into the PCPF scheme 

from personal pension and voluntary contribution schemes. Without a limit, someone 
seeking to avoid the ceiling on added years’ purchases could purchase a single premium 
pension and then transfer that to the PCPF scheme, thus circumventing the contribution 
limits. The restriction on transfers-in would not apply to existing members until 6 April 
2007, so that they had a reasonable period of notice. (regulation 15 and Schedule 1)  

•  Facilitating PCPF scheme members to benefit from “enhanced protection”, if they apply 

for it. Enhanced protection is a transitional protection measure offered by the new tax 
rules so that members can protect pensions already built up before 6 April 2006. 
(regulation 18)  

•  Removing the current limits on contributions to, and benefits from, the AVC scheme. 

(regulation 23)  

3.5 

Retained benefits restriction 

Before 6 April 2006, tax legislation required that benefits built up in other pension schemes 
(retained benefits) had to be taken into account in calculating the maximum benefits payable 
under all pension schemes approved by HMRC. In its 2007 report, the Senior Salaries 
Review Body (SSRB) explained: 

The legislation was changed with effect from 2006 so that schemes are no longer 
required to take retained benefits into account although they are not prevented from 
doing so. The PCPF rules have not been changed, so retained benefits are still taken 
into account in calculating the normal maximum pension of two-thirds of final salary, 
and the pension of an MP with retained benefits may be reduced accordingly, although 
not below a pension based on an accrual rate of 1/60th final salary. This means that 
some MPs with retained benefits who are currently contributing for an accrual rate of 
1/40th or 1/50th of final salary will receive a pension based on 1/60th accrual rate only. 
We understand that a number of MPs have opted for the 1/40th accrual rate in the 
expectation that the retained benefits restriction would be dropped following the 
change in legislation.62 

The SSRB concluded that they were “satisfied” that the balance of arguments was clearly in 
favour of removing the retained benefits restriction. As the Government had said in their 
evidence, the pay and pensions available to Members “can amount to less for those MPs 
who have been prudent and accumulated pension saving when they were younger, or those 

 
 
61   Regulations to implement this came into force in March 2007. The Parliamentary Pensions (Amendment) 

Regulations 2007 (SI 2007, No. 270) 

62   Review Body on Senior Salaries, Review of Parliamentary pay, pensions and allowances 2007, Cm 7270, 

para 3.44  
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 link to page 20  link to page 20  link to page 20  link to page 20  link to page 20 who have given up well-paid jobs for public service”. Members who are caught up by the 
retained benefits restriction were basically subsidising the Fund.  

However, making this change would have a cost. The Government suggested that the cost 
should be met by increased members’ contributions, or reductions in other Fund benefits, or 
both. The SSRB stated that “this would mean that members with retained benefits were now 
subsidised by those without.”63 This difficulty – which group of members should effectively 
subsidise the other group – prompted the actuarial consultants Watson Wyatt to conclude 
that “if the retained benefit restriction [were] to be removed, further inequity among members 
could be avoided only if the Exchequer met the additional cost.”64 However, the Exchequer 
has already stated that it is unwilling to meet such a cost. 

The SSRB therefore proposed what they considered to be “the least bad” option” – that there 
should be an option to accrue (or build up) pension at 1/60th in return for reduced 
contributions:  

…namely, one suggested by Watson Wyatt whereby, with the retained benefits 
restriction retained, MPs should be offered an additional option to accrue pension at 
1/60th in return for reduced contributions, for example 3 per cent of pay, enabling MPs 
with retained benefits to pay contributions more reflective of the value of the scheme to 
them. This option would also have a small cost (because it would reduce the savings to 
the scheme, and hence to the Exchequer, which currently arise from the retained 
benefit restriction) though Watson Wyatt expect this cost to be lower (perhaps 1 to 2 
per cent of pensionable pay) than that of removing the retained benefit restriction (3.5 
to 5 per cent). Again, there is no way of apportioning the cost of the 1/60th option 
equitably between members, so we recommend that if this option is adopted, the 
residual costs should be borne by the Exchequer.65 

On 16 January 2008, the Leader of the House, Harriet Harman, said the Government 
accepted this in principle: 

In respect of pensions, the SSRB has proposed the introduction of an optional 1/60th 
accrual rate. The Government accepts this proposal in principle and is prepared to 
introduce it when the change can be made as part of a cost neutral package.66 

A motion on the Order Paper in the name of the Leader of the House for debate on 17 
December 2008 endorsed: 
 

… a cost-neutral package of changes to the Parliamentary pension scheme which 
implements proposals agreed to by the House on 24th January 2008. The package 
consists of: 

(a)  the introduction of a 1/60th accrual rate in return for a reduced member contribution 

rate of 5.5% of salary; and 

(b)  changes to the ill-health retirement provisions, as proposed by the Trustees.67 

An Explanatory Memorandum provided further details: 
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Introduction of a 1/60th accrual rate in return for a reduced member contribution 

5. The current scheme regulations give members the choice of paying a contribution of 
6% of salary to build up benefits at an accrual rate of 1/50th of final salary for each year 
of service, or a contribution of 10% of salary to build up benefits at an accrual rate of 
1/4th.  The regulations limit the maximum pension that can be built up, and require any 
“retained benefits” that the member might have (pension benefits built up in pension 
schemes other than the Parliamentary scheme and its AVC arrangements) to be taken 
into account. Some members are paying contributions of 10% of salary but are 
restricted by the current scheme regulations to an accrual rate of 1/60th because they 
have retained benefits. 

6. Sub-paragraph (1) of this motion proposes that, in addition to the existing accrual 
rate options, there should be a further option of a 1/60th accrual rate in return for a 
member contribution rate of 5.5% of salary. Existing members would have a one-off 
option to switch accrual rates (to 1/40th, 1/50th or 1/60th). This option would be 
backdated to 1 April 2008 or the date of the individual becoming a member [of] the 
scheme, if later. Existing members would be given three months from the date that the 
amending regulations are made to exercise this option. 

7. The member contribution rate of 5.5% of salary was proposed by the Trustees and 
the Government is content with this proposal. 

Changes to the ill-health retirement provisions 

8.  The scheme regulations currently provide for a pension to be paid immediately if the 
Trustees are satisfied that a scheme member’s ill-health would prevent him or her from 
performing adequately the duties of a Member of the House. The pension payable is 
enhanced to the level that would have been payable had the individual served until age 
65. Evidence from a registered medical practitioner is required that the individual will 
continue to be incapable of adequately performing their duties – but whether the 
individual’s incapacity continues (and therefore whether the continued payment of the 
pension is justified) is not then reviewed in the future. 

9.  The Trustees have proposed that changes be made to the ill-health retirement 
provisions so that lower benefits are payable to those who are considered capable of 
undertaking other employment, and ill-health pensions are reviewed periodically to see 
whether continued payment is still appropriate. They have also suggested other 
changes aimed at tightening up the application process, and at making it clearer what 
tests the Trustees should apply in assessing eligibility. 

10.  Sub-paragraph (2) of this motion concerns the changes to the ill-health retirement 
provisions that have been proposed by the Trustees. The Government is content with 
these proposals and proposes that the scheme regulations should be amended 
accordingly. 

11.  The introduction of a two-tier benefit systems and reviews of continued eligibility 
are consistent with the changes made in other public service pension schemes. 

12. The Government Actuary’s Department estimate that these changes would 
produce savings of around 0.4% of payroll, which would be sufficient to pay for the 
introduction of the 1/60th accrual rate. 
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 link to page 22  link to page 22  link to page 22  link to page 22 13. Further details of the Trustee’s proposals are set out in the attached paper, 
Proposals to change the ill-health provisions of the Parliamentary Contributory Pension 
Fund, which has been prepared by the Secretariat to the Trustees.68 

The proposed changes were debated and agreed to.69 

4 Review 

of 

PCPF 

4.1 

2007 Senior Salaries Review Body report 

The Government had asked the Senior Salaries Review Body (SSRB) to address the 
question of how to fund the scheme, in a way that is fair to both the Exchequer and 
members, so as to ensure that it remains affordable.70  The SSRB explained that: 

The current position is that, following the 2005 valuation of the scheme, the 
Exchequer contributes 18.1 per cent of payroll for the accrual of benefits while 
members collectively contribute 9.3 per cent. (Most members contribute 10 per 
cent for 1/40th accrual but some contribute 6 per cent for a 1/50th rate.) In 
addition to the underlying contribution rate of 18.1 per cent, the Exchequer is 
also currently contributing an additional amount of 8.7 per cent of payroll 
required over 15 years to amortise the accumulated deficit that has arisen 
because at times the Exchequer contribution has been below the cost of 
accrual of benefits, as was the case between 1989 and 2003 while the scheme 
was in surplus…71 

It recommended that any increase or decrease in the cost of benefit build up (accrual) should 
be shared equally between Exchequer and members: 

Recommendation 7: We recommend that any increase or decrease in the cost of 
accrual for MPs in service in the Parliamentary Contributory Pension Fund should be 
shared equally between the Exchequer and members. We consider the following to be 
some of the elements excluded from the cost of accrual: 

•  payments to amortise the accumulated deficit identified in the 2005 valuation of the 

Fund; 

•  changes to allow members with retained benefits to opt for a 1/60th accrual rate 

(i.e. the consequence of Recommendation 6); and 

•  changes to the assumptions about the investment return on assets. 

It recommended that there should be a ceiling of 20 per cent on the Exchequer contribution 
to the cost of benefit accrual: 

3.55 We have also considered the Government’s request for a “recommended 
maximum level above which the Exchequer contribution should not rise in the future.” 
On the one hand we recognise that ceilings on the employer’s contribution have been 
introduced as part of the revision of several public sector schemes. For example, the 
intention is to limit the employer’s contribution to the civil service pension scheme to no 
more than 20 per cent of pay, while the ceiling on employer contributions for the 
teachers and NHS schemes is 14 per cent. On the other hand, those are all ‘pay as 
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 link to page 23  link to page 23  link to page 23 you go’ rather than funded schemes. However, we think the public would find it hard to 
understand why the taxpayer should have an unlimited liability to contribute to the 
PCPF when members of so many pension schemes in both the private and public 
sector are facing increased contributions, reduced benefits or both to take account of 
increasing longevity and, in the case of some funded schemes, reduced investment 
returns. We therefore recommend that there should be a ceiling of 20 per cent on the 
underlying Exchequer contribution (i.e. excluding the 8.7 per cent to amortise the 
current deficit).72 

If it became likely that the cost to the Exchequer of the build up of benefits for MPs in service 
rose to above 20 per cent of payroll, there should be a major review of the Fund: 

…if it becomes likely that, unless action is taken, the Exchequer contribution to the cost 
of accrual benefits for MPs in service in the Parliamentary Contributory Pension Fund 
(excluding payments to amortise the accumulated deficit identified in the 2005 
valuation of the Fund) would rise above 20 per cent of payroll, then there should be a 
major review of the Fund.73 

In a Written Ministerial Statement published alongside the SSRB report on 16 January 2008, 
the Leader of the House said the proposed changes were consistent with the outcomes 
sought elsewhere in the public sector: 

SSRB makes a number of recommendations aimed at limiting the cost to the taxpayer 
of Parliamentary pensions. These include the 50:50 sharing between members and the 
Exchequer of future increases or decreases in pension cost pressures, and restricting 
the underlying Exchequer contribution to the scheme (other than in respect of the 
deficit identified at last valuation) to a maximum of 20% of payroll. The SSRB also 
recommends that there should be a review of parliamentary pension provision if the 
costs are rising significantly such that the 20% cap on the Exchequer contribution is 
likely to be breached. These recommendations are consistent with the approach being 
taken in public service pension schemes generally and the Government accepts them. 
The Government proposes that the detail of the arrangements should be worked up in 
consultation with the Trustees of the parliamentary pension scheme so that it can be 
taken into account by the Government Actuary in his 2008 valuation of the scheme.74 

Debate in the House of Commons - 24 January 2008 

A motion on Parliamentary Pensions on 24 January 2008, in the name of the Leader of the 
House, Harriet Harman said: 

That this House endorses in principle Recommendations 7, 8 and 9 of the report of the 
Review Body on Senior Salaries on parliamentary pay, pensions and allowances (Cm 
7270-I) a copy of which was laid before this House on 16th January, relating to the 
Parliamentary Pension Scheme, and endorses the change to the Scheme rules 
outlined in Recommendation 6 if it can be implemented in conjunction with changes 
identified by the Trustees which produce sufficient savings to be cost neutral. 

One amendment was tabled to the motion by Peter Bottomley: 

Line 1, leave out from ‘House’ to end and add ‘believes Members of this House should 
have pension entitlements based on average, rather than final, salary.’ 
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 link to page 24 The SSRB recommendations referred to in the Leader of the House’ motion included: 

Recommendation seven: We recommend that any increase or decrease in the cost of 
accrual for MPs in service in the PCPF should be shared equally between the 
Exchequer and members. We consider the following to be some of the elements 
excluded from the cost of accrual: 

•  payments to amortise the accumulated deficit identified in the 2005 valuation of the 

Fund; 

•  changes to allow members with retained benefits to opt for a 1/60th accrual rate 

(i.e. the consequence of Recommendation 6); and 

•  changes to the assumptions about the investment return on assets. 

Recommendation eight: We recommend that the Exchequer contribution to the cost 
of accrual of benefits for MPs in service in the PCPF (excluding payments to amortise 
the accumulated deficit identified in the 2005 valuation of the Fund) should in principle 
be limited to 20 per cent of the payroll of scheme members. 

Recommendation nine: We recommend that if it becomes likely that, unless action is 
taken, the Exchequer contribution to the cost of accrual of benefits for MPs in service 
in the PCPF (excluding payments to amortise the accumulated deficit identified in the 
2005 valuation of the Fund) would rise above 20 per cent of payroll, then there should 
be a major review of the Fund. 

The Leader of the House introduced the motion. She said: 

… The SSRB makes a number of recommendations on parliamentary pensions. They 
include a 50:50 sharing between Members and the Exchequer of future increases or 
decreases in pension cost pressures, and restricting the underlying Exchequer 
contribution to the scheme to a maximum of 20 per cent. of payroll. The SSRB also 
recommends that there be a review of parliamentary pension provision if the costs rise 
significantly, such that the 20 per cent. cap on the Exchequer contribution is likely to be 
breached. 

The recommendations are consistent with the approach being taken in public sector 
pension schemes generally. The Government propose that the detail of the 
arrangements be worked up in consultation with the trustees of the parliamentary 
pension scheme, chaired by the hon. Member for Bournemouth, West (Sir John 
Butterfill), to whom we all owe a debt of gratitude. Charing the parliamentary pension 
scheme on behalf of all hon. Members and the House is unsung but important work. 
Once the detail has been worked up, any changes on pensions will have to be brought 
back to the House for decision.75 

The then Shadow Leader of the House, Theresa May, said: 

…I will support the proposals on pension arrangements. The SSRB has come forward 
with an attempt at a solution on the issue of retained benefits, which offers a way out 
for colleagues whose contribution rate exceeds what is necessary to achieve the 
pension available given their retained benefits. It is important that that is looked at, 
albeit that the Government motion asks for that to be done in a cost-neutral way. I think 
that there is merit in the proposals put forward by the Conservative party’s democracy 
taskforce, chaired by my right hon and learned Friend the Member for Rushcliffe (Mr. 
Clarke), to consider different pension arrangements in future, after the next election. 
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private sector find themselves in terms of their pension arrangements.76 

The then Liberal Democrat Shadow Leader of the House, Simon Hughes, noted that he 
supported the Government’s recommendation on pensions.77  

John Spellar, however, issued a note of concern about references made to other public 
sector pension schemes: 

… I am concerned, however, about reference to so-called gold-plated schemes 
compared with other public sector schemes. We as MPs have a high contribution rate, 
much less security of tenure and later retirement. We do not have the early retirement 
enjoyed by many of the uniformed services – I hasten to add that those schemes are 
provided for understandable operational reasons. At the same time, however, we 
abrogated the option of retirement at 60 on the grounds that that example would be 
followed by those in the wider public sector. Unfortunately, they have not found that 
example particularly inspirational.78 

The most expansive contribution on the subject of pensions came from Sir John Butterfill. He 
expressed a concern that the costs of the PCPF, as assessed by Watson Wyatt, “contain a 
number of fundamental and serious factual errors by Watson Wyatt”.79 Sir John went on to 
describe some of the features of the PCPF: 

It is important to get it on the record that the parliamentary contributory pension fund – 
PCPF – is rather a good scheme. It is similar to a number of others in the public sector, 
but despite what frequently appears in the press, the cash benefits that are provided 
under the PCPF are not a king’s ransom. The average pension in payment to former 
Members in the last Government Actuary Department’s valuation in 2005, excluding 
what was being paid to widows, was £15,700 per annum, yet if one looks at what is 
published in the papers, they give the impression that MPs have to do only one or two 
terms here to be on £25,000 a year. The average pension in payment is £15,700 for 
Members who have done many more years than that.80 

Sir John went on to explain that: 

…The average member comes in at the age of 42 and leave at the age of about 52. 
Very few members will ever get to the full final salary, and that will not change much 
because of boundary changes and Members losing their seats. The media think that 
we backdated the fortieths, but we did not. I would still have to work in the House for 
31.5 years to get a full pension. Only those Members who have come into the House 
most recently since we moved to the fortieths arrangement will not have to work more 
than 27 years.81 

Sir John stated that the 26.8 per cent “headline figure” for exchequer contributions was 
misleading because:82 

…it includes 8.7 per cent., which is the sum per annum that is allowed to make up the 
estimated deficit of £49.5 million, which has arisen entirely from the contribution 
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 link to page 26  link to page 26  link to page 26  link to page 26  link to page 26 holidays. That is not helped by the abolition of the tax relief, which the Government 
implemented early in their life. Our scheme has been affected by that just as much as 
anybody else’s. 

That leaves an actual Exchequer contribution for future service of about 18.1 per cent., 
which is broadly similar to private sector schemes and other public sector schemes, 
which can quite often be more. For example, the civil service scheme is costing about 
19 per cent. So we are not out of line with either the private sector or the public sector. 

Ours is an unusual scheme in a number of respects. First, ours is virtually the only 
public sector scheme that is funded by Members’ contributions, investment returns – 
because ours is fully invested – and an Exchequer contributions. So it is unique in that. 
The other area in which it is unique is that it is not a final salary scheme. It is a scheme 
based on the salary of the lowliest Back Bencher at the time of retirement. It is true that 
Ministers or office holders have an additional amount of income and they pay 10 per 
cent. of that addition into a special account, which then effectively buys them additional 
years – that is the way it tends to operate – but that applies only for the period – often 
limited, when hon. Members are Ministers or office holders. They can be very brief 
careers in some cases….83 

On recommendation eight of the SSRB report, Sir John stated that he agreed that the 
Government contribution to funding the accrual of future service benefits should be limited to 
twenty per cent of payroll. He did, however, raise a concern about the proposal that if the 
rate went above that, there should either be a full review or any increase in costs should be 
shared equally between Members and the Government. He stated that “For the most part, 
that pattern does not exist outside the House; if there is an agreement that an increase will 
be jointly funded, it is normally according to the same ratio – for us, that would be 20:10, or 
two thirds for the Government and one third for us”.84 

Finally, the Government also asked the Trustees to consider a range of alternatives to the 
current arrangements, including a defined-contribution scheme or a career average scheme. 
Sir John explained that the latter would “not make much difference” as the scheme is already 
on a flat level, linked to salaries of back benchers.85 He stated that the Trustees would be 
happy to look at proposals and consider ways in which they could be implemented, but said 
that in his view, these proposals “were not without their problems”: 

For example, have Watson Wyatt told the Government that if we closed down the 
current scheme to new entrants and said that they would all have to be on a money-
purchase scheme, there would be substantial one-off costs related to the funding of the 
existing, because no new money would be coming in from new Members? We will 
need to discuss such issues in future…86 

The House did not divide on any of the motions or amendments before them; none of the 
amendments laid on any matter under discussion were moved.87  

 
 
83   Ibid, c1712 
84   Ibid, c1713 
85   Ibid 
86   Ibid, c1713 
87   Ibid, c1718 and c1780 
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Review of PCPF triggered 

In a Written Ministerial Statement on 17 June 2008 Leader of the House of Commons 
announced that the Exchequer contribution to costs of accruing benefits for MPs in service 
would now rise above 20 per cent of payroll, effectively triggering a major review of the Fund: 

In addition, the SSRB report also recognised that “if it becomes likely that, unless 
action is taken, the Exchequer contribution to the cost of accrual of benefits for MPs in 
service in the parliamentary contributory pension fund—excluding payments to 
amortise the accumulated deficit identified in the 2005 valuation of the Fund—would 
rise above 20 per cent. of payroll, that there should be a major review of the 
fund”(recommendation 9). 

The Government Actuary’s Department has now advised that it anticipates that the 
cost of accruing benefits would indeed rise above 20 per cent. of payroll. This has 
effectively triggered the need for the major review recommended by the SSRB, and I 
will therefore be asking the SSRB to undertake such a review, supported by a panel of 
people with relevant expertise. 

Given that the review will need to consider, amongst other things, the findings of the 
Government Actuary’s valuation of the PCPF which is to be completed in March 2009, 
the SSRB would not be expected to report before Spring next year.88 

The statement was made in response to the publication of Sir John Baker’s Review of 
Parliamentary Pay and Pensions, published in June 2008.89    The Baker review 
recommended that any Independent Body tasked with making recommendations about 
Members’ pay should “take into account the value of MPs’ pensions as part of total reward”: 

I therefore believe that the best solution would be for the Independent Body to continue 
to consider MPs’ pension arrangements bearing in mind the unusual career pattern of 
MPs and the evolution of pensions in the public sector and wider economy. The 
Independent Body will need to examine whether features of the PCPF are necessary 
and justified for recruitment and retention and whether the scheme’s costs and benefits 
are reasonable in comparison to pensions elsewhere in the public sector. It should 
then make recommendations to the fund Trustees and the Government. Although 
those recommendations could not be applied automatically, they should be regarded 
as compelling in principle. It would be for the Government and Trustees jointly to 
consider and act on them as they saw fit, with the consent of the House. However, in 
any event, the Independent Body must continue to take account of the value of MPs’ 
pensions as part of total reward. 90 

The Government’s own memorandum to the Baker Review had stated: 

No financial saving would necessarily be achieved from changing from a final salary 
scheme.  Given the near-term possibility that the Exchequer contribution to the pension 
scheme reaching 20%, the Government will be coming forward with proposals for the 
proposed fundamental review.  It is to be noted that although the Baker Review’s terms 
of reference include pensions, this is solely to ensure that any pension consequences 
of the recommendations on pay can be considered and addressed.  If the Review 

 
 
88   HC Deb 17 June 2008 cc46-47WS 
89   In January 2008, the House endorsed the Government’s decision to establish an independent review of 

parliamentary pay by Sir John Baker, the outgoing chairman of the Senior Salaries Review Body. The review 
was prompted by “a general concern … that it is wrong in principle that MPs should set their own pay”. For 
more information about Members' pay and the Baker Review see Library Standard Note SN/PC/4760, In brief: 
Members' pay 

90   Review of Parliamentary Pay and Pensions by Sir John Baker CBE, June 2008, Cm 7416, para 63;  
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consequences for pensions.91 

The website of the Leader of the House of Commons has published a ‘Q&A’ style briefing on 
Members pay and pensions.  Some of the questions it deals with are: 

Q:  How does Sir John Baker’s review fit in with the major review of pensions 
which has been announced? 

A:  Sir John has made some recommendations in his report about the way that 
pensions should be reviewed in the future, but this is an area which will be looked at in 
a lot more detail now that advice from the Government Actuary’s Department about an 
anticipated increase in the cost of parliamentary pensions has, in line with a 
recommendation by the SSRB, triggered the need for a fundamental review.  However, 
the factors that Sir John says should be taken into account when looking at 
parliamentary pensions are entirely consistent with the terms of reference of the major 
review. 

Q:  What is the background to the major review of parliamentary pensions? 

A: On 24 January 2008, the House of Commons endorsed the SSRB 
recommendation that there should be a major review of the parliamentary pension 
arrangements if it becomes likely that, unless action is taken, the Exchequer share of 
the cost of accruing pension benefits would rise above 20% of payroll.  The 
Government Actuary’s Department has now advised that it anticipates that the cost of 
accruing benefits would indeed rise above 20% of payroll.  This has effectively 
triggered the need for the review recommended by the SSRB. 

Why does the Government Actuary’s Department anticipate that costs will go 
up? 

A:  The Government Actuary’s Department has only just started work on the valuation 
of the Parliamentary Contributory Pension Fund as at 1 April 2008 but, assuming its 
other assumptions remain unchanged (and it does not expect any other material 
change), it anticipates that strengthened mortality assumptions (reflecting current ONS 
thinking on longevity) will lead to the Exchequer share of the cost of accruing benefits 
rising to something over 20%.92 

4.3 

2008 GAD valuation  

The GAD valuation of the Fund as at 1 April 2008 was published on 31 March 2009. This 
assessed the Exchequer share of accruing benefits at 23.1% of payroll: 

1.6  Future Service Assessment The cost of benefits accruing in the PCPF for each 
year of membership is assessed as 32.2% of scheme payroll. This compares with an 
assessed cost of 27.4% of pay at the 2005 valuation, with the increase being primarily 
attributable to changes made to the longevity assumptions. 

1.7 Members’ contributions to the Fund are expected to average 9.1% of the scheme 
payroll, compared with 9.3% at the 2005 valuation. The Exchequer’s share of the cost 

 
 
91   Parliamentary Pay, Allowances and Pensions: Government memorandum to Sir John Baker’s review of the 

mechanism for determining the pay of Members of Parliament, June 2008, Cm 7418 

92   Commons Leader, Question and Answer Style Briefing on Parliamentary Pay and Pensions, 17 June 2008 
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the 2005 valuation.93   

Because additional contributions are needed to meet the deficit in the Fund, GAD 
recommended that total Exchequer contribution from 1 April 2009 should be 31.6% of 
payroll, adjusted to take account of any agreement on cost sharing or cost-capping: 
 

1.8  Recommended Exchequer Contribution Rate Exchequer contributions need to be 
at a higher level than the Exchequer’s share of the cost of accruing benefits in order to 
amortise the deficit. Amortising the deficit of £50.9m over a 15-year period results in an 
addition of 8.5% to the Exchequer’s share of the cost. 

1.9 Taking account of the Exchequer share of future service costs (23.1% of pay) and 
of the additional contributions needed to meet the deficit (8.5% of pay), I recommend 
that the rate of Exchequer contribution to be paid from 1 April 2009 should be 31.6% of 
pensionable salaries. 

1.10 Cost-sharing/capping The Senior Salaries Review Body (SSRB), in their report of 
January 2008, recommended that a form of cost sharing and a form of cost capping 
should be introduced into the PCPF. These recommendations of the SSRB were 
endorsed, in principle, by the House of Commons in a vote of the House on 24 January 
2008. As it is possible that some form of cost-sharing or cost-capping mechanism may 
be introduced before the next actuarial valuation of the scheme, the contribution rate 
recommended to be paid by the Exchequer from 1 April 2009 is expressed as 31.6% of 
pensionable pay minus the value of whatever changes in member contributions or 
benefits may be implemented.94  

Written statement of 31 March 2009 

In a statement on the day of publication of the 2008 valuation, Leader of the House Harriet 
Harman, explained that the Prime Minister had written to the Senior Salaries Review Body in 
February 2009 asking it to consider the full range of options in its review of the PCPF: 

The House resolved on 24 January 2008 to endorse in principle recommendations 
contained in the report of the Review Body on Senior Salaries (SSRB) on 
parliamentary pay, pensions and allowances (Cm 7270-I) which capped the Exchequer 
contribution to the cost of accrual of benefits for MPs and advised that there should be 
a major review of the fund should it become likely that the Exchequer contribution rises 
to more than 20 per cent of payroll. Both of these recommendations exclude payments 
to amortise the accumulated deficit identified in the 2005 valuation of the fund. 

Following a warning from the Government Actuary that the Exchequer contribution was 
likely to rise beyond 20 per cent of payroll, in line with the recommendation made by 
the SSRB and endorsed by the House, the Prime Minister on 13 February 2009 asked 
the SSRB to conduct a fundamental review of the pension provision for MPs, Ministers 
and other parliamentary office holders. The Prime Minister has asked the SSRB to 
consider the full range of options for reducing the Exchequer contribution and to 
consider, among other things, the merits of defined contribution or money purchase 
arrangements.95 

 
 
93   Government Actuary’s Department, Parliamentary Contribution Pension Fund. Valuation as at 1 April 2008, 

HC 345, 31 March 2009, para 1.7 

94   Ibid 
95   HC Deb, 31 March 2009, c58-59WS 
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contribution rates would include an increase in member contribution rates of around £60 a 
month:  

There are different ways in which the Exchequer contribution as recommended by the 
SSRB and endorsed by the House could be restricted. We shall be consulting the 
Trustees of the Parliamentary Contributory Pension Fund and the House of Commons 
on proposed changes. 

The Government’s preferred option to achieve the cap on the Exchequer contribution 
includes an increase in member contribution rates from 10 to 11.9 per cent. of salary 
(for an accrual rate of 1/40th), and from 6 to 7.9 per cent. (for 1/50th). This would mean 
that an MP on the 1/40th accrual rate would pay a net increase of around £60 per 
month on top of the current contribution of £316 per month. This means that the total 
annual contribution based on 2009-10 salary would be around £4,625. A member on 
the lower accrual rate would also pay a net additional contribution of around £60 per 
month. In addition we intend further to extend the cap on MPs’ accrual, which is set at 
two thirds of final salary, to include MPs over age 65 who joined the scheme before 1 
June 1989. Both changes would need to be backdated to 1 April 2009. Taken together 
these measures would mean that the Exchequer contribution remained within the cap 
recommended by the SSRB and endorsed by the House.96 

Response 

Also responding to the 2008 valuation, Liberal Democrat Shadow Work and Pensions 
Secretary, Steve Webb said: 

The pensions of MPs and other well-paid public sector workers have to be brought in 
line with reality. With members of the public losing their jobs and seeing their pensions 
plummet, MPs cannot insulate themselves from the harsh realities of the recession.97 

A January 2008 report by the Conservative Party Democracy Task Force, chaired by the Rt 
Hon Kenneth Clarke, recommended the closure of the current PCPF to new entrants and its 
replacement by a defined contribution scheme, with employer and employee contributions at 
a level set by the review body.98  Leader of the Opposition, David Cameron, has been 
reported to agree that “the current ‘very generous’ final salary pension scheme for MPs is 
now indefensible. New MPs should be on a defined contributions scheme.”99 

Sir Nicholas Winterton described the situation as unfortunate: 

The Government are recommending that there should be a 1.9 per cent. increase in 
Members’ contributions to the pension fund. That will equate to an additional £60 a 
month out of Members’ pay. Bearing in mind that, as of the first day of this month, we 
have been given a salary increase of 2.33 per cent., which equates to £68 a month, is 
this not a most unfortunate situation? We should bear in mind that the deficit on the 
pension fund is not due to Members, although it is a little bit due to longevity. It is 
mainly due to the fact that the Treasury, as the employer, has had a contribution 
holiday for 14 years.100 
 

 
 
96   HC Deb, 31 March 2009, c58-59WS 
97   Liberal Democrat Press Release, 31 March 2009, Increasing taxpayer contribution to MPs’ pensions 

spectacular own-goal - Webb 

98   Conservative Party Democracy Task Force, Trust in Politics, 14 January 2008 
99   See, for example, Guardian blog on David Cameron’s press conference on 14 January 2008 
100  HC Deb, 2 April 2009, c1064-5 
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Arrangements to cap costs 

On 21 April 2009, the Leader of the House, Harriet Harman made a statement setting out 
Government proposals to reform the system of allowances to Members.101  It was also 
proposed that MPs’ pension contributions should increase: 

We have taken steps through the SSRB to reform MPs' pension arrangements. In the 
meantime, in order to contain the cost to the public purse, a proposal will be put before 
Parliament to increase the contribution required from MPs by around £60 per month for 
the current year and to extend the scheme's pension limit of two thirds of final salary to 
all scheme members for future service.102 

On 25 June 2009, the Leader of the House brought forward a Motion to cap the total 
Exchequer contribution to the PCPF at 28.7% (20% for ongoing benefit accrual, 8.7% for the 
deficit).  An Explanatory Memorandum said: 

6.  The Government Actuary recommended in his report that the Exchequer 
contribution should be at a rate of 31.6 per cent of payroll from 1 April 2009 “adjusted 
to take account of any increase in member’s contributions and/or benefit reductions 
which the Government announces as a consequence of cost-sharing or cost-capping.” 

7.  As announced in the Leader’s written statement, the Government intends to cap the 
Exchequer contribution in line with the House’s resolution of 24 January 2008.  As per 
the SSRB recommendation endorsed in that resolution, the capping of the Exchequer 
contribution at 20 per cent of payroll does not include payments in respect of the 
accumulated deficit identified at the 2005 valuation. The Government Actuary 
assessed at the 2005 valuation that the cost of amortising the deficit identified at that 
time was 8.7 per cent of payroll paid for a period of 15 years.  The total Exchequer 
contribution after capping therefore amounts to 28.7% of payroll (that is, 20 per cent in 
respect of ongoing accrual of benefits plus 8.7 per cent, in respect of the deficit 
identified in 2005).  The Government therefore proposes that there should be a 
package of changes to the scheme’s member contributions and benefit provisions 
which is judged by the Government Actuary to make savings of 2.9% of payroll (that is, 
the difference between 31.6 per cent and 28.7 per cent).103 

The House agreed to increase Member contribution rates and cap the Exchequer 
contribution at 28.7% backdated to 1 April 2009.104  It was also agreed that further proposals 
should be brought forward to cap the Exchequer contribution for 2009-10 at its 2008-09 level: 

Motion made, and Question proposed, 

That this House endorses a package of changes to the Parliamentary pension scheme, 
backdated to 1 April 2009, which is judged by the Government Actuary to make 
savings equivalent to 2.9 per cent. of payroll, thus capping the Exchequer contribution 
at 28.7 per cent., consisting of— 

(1) an increase in member contribution rates— 

 
 
101  This is covered in more detail in Library Standard Note SN/PC/5046 Members’ allowances – the 

Government’s proposals for reform. 

102  HC Deb, 21 April 2009, c10-11WS 
103  Explanatory Memorandum on the Motion Standing on the Order Paper in the name of the Leader of the 

House: Parliamentary Pensions, 23 June 2009 

104  The House of Commons: Members Annual Report, Resource Accounts & Audit Committee Annual Report 

2008-09, HC 955, p14 
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 link to page 32  link to page 32 (a) from 10 to 11.9 per cent. for a pension building up to an accrual rate of 1/40th of 
final salary for each year of service, 

(b) from 6 to 7.9 per cent. for a pension building up to an accrual rate of 1/50th, and 

(c) from 5.5 to 5.9 per cent. for a pension building up to an accrual rate of 1/60th; and 

(2) the application of the scheme’s maximum pension limit of two-thirds of final salary 
to all scheme members for future service .—( Barbara Keeley. ) 

Amendment made: (a) at end add 

‘and calls on the Leader of the House to bring forward further proposals which will cap 
the Exchequer contribution for 2009—10 at its 2008—09 level.’— (Steve Webb.) 

Main Question, as amended, put and agreed to.105 

The Exchequer contribution in 2008-09, based on the GAD valuation of the fund in 2005, was 
26.8% of pensionable pay (18.1% in respect of accruing benefits and 8.7% to fund the 
deficit).106  

The cost-saving package agreed on 25 June 2009 was introduced by the Parliamentary 
Pensions (Amendment) (No 2) Regulations 2009 (SI 2009 No. 3154): 
 

7.3 On 25 June 2009, the House of Commons endorsed a cost-saving package of 
changes to the Parliamentary Pension Scheme, backdated to 1 April 2009. 

7.4 The agreed package of cost-saving changes includes an increase in member 
contribution rates from 10 to 11.9 per cent. for a pension building up at an accrual rate 
of one-fortieth of final salary for each year of service, from 6 to 7.9 per cent. for a 
pension building up at an accrual rate of one-fiftieth, and from 5.5 to 5.9 per cent. for a 
pension building up at one-sixtieth. 

7.5 Existing members have a one-off option to switch accrual rates (to one fortieth, 
one-fiftieth or one-sixtieth) from 1 April 2009. Members can choose to backdate this 
option to 1 April 2008 (or the date of the individual becoming a member of the scheme, 
if later) if they wish. 

7.6 The agreed package of cost-saving changes also includes a change in the 
application of the scheme’s limit on maximum pension. The maximum pension a 
scheme member can build up is normally two-thirds of final salary and, once that point 
has been reached, member contributions cease. However, these restrictions do not 
currently apply to members who joined the scheme before 1 June 1989 in respect of 
service after the age of 65. The House agreed that the scheme’s maximum pension 
limit should be applied to all scheme members. This means that those who joined the 
scheme before 1 June 1989 will no longer be able to make contributions to build up 
benefits after age 65 in excess of the two-thirds limit (benefits built up before 1 April 
2009 will not be affected). 

7.7 The Government Actuary has advised that the increases in member contribution 
rates will produce savings of 1.7 per cent. of payroll, and application of the maximum 

 
 
105  HC Deb, 25 June 2009, c1018 
106  Parliamentary Contributory Pension Fund Accounts 2007-08, 28 April 2009, HC 224 
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 link to page 33  link to page 33 pension limit to all scheme members will produce savings of 1.2 per cent. of payroll, 
thus saving 2.9 per cent. in total.107 

On 15 December 2009, the Leader of the House said that any further proposals to restrict the 
Exchequer contribution at its 2008-09 level of 26.8 per cent of payroll would be taken after 
publication of the SSRB review: 

The Leader of the House of Commons (Ms Harriet Harman): The Government are 
committed to providing public service pension schemes that are affordable and 
sustainable in the long term, consistent with the principle of fairness for all taxpayers 
and between generations. 

On 3 December I laid before Parliament amendments to the Parliamentary Pensions 
(Consolidation and Amendment) Regulations 1993. These amendments will bring in 
the cost-saving changes to the Parliamentary Pension Scheme which I announced in 
my statement of 31 March 2009 in accordance with the January 2008 
recommendations of the Senior Salaries Review Body endorsed by the House on 24 
January 2008. The package is judged by the Government Actuary to produce savings 
of 2.9 per cent. of payroll, which will reduce the Exchequer contribution to the scheme 
by approximately £1.4 million a year. 

The House endorsed the cost-saving package on 25 June 2009 and also agreed that 
further changes should be brought forward to cap the Exchequer contribution for 2009-
10 not at the 28.7 per cent. of payroll level recommended by the Senior Salaries 
Review Body, but at the lower 2008-9 level of 26.8 per cent. 

At request of the Prime Minister, the Senior Salaries Review Body is currently 
undertaking a fundamental independent review of the Parliamentary pension 
arrangements. The Prime Minister has asked the Senior Salaries Review Body to 
consider the full range of options for reducing the Exchequer contribution and to 
consider, among other things, the merits of defined contribution or money purchase 
arrangements. The Senior Salaries Review Body aims to conclude its report by the end 
of the year. The Senior Salaries Review Body will take into account the cost-saving 
changes we have made, but its chairman has expressed concern that any proposals 
by the Government to make further such changes at this time could conflict with the 
Senior Salaries Review Body's recommendations and might appear to compromise its 
review. The Government's decision on any further proposals will be taken after the 
publication of the review. Where applicable, those proposals will be informed by the 
Senior Salaries Review Body's recommendations and will, in compliance with the 
House of Commons' resolution of 25 June, have the effect of freezing the Exchequer 
contribution for 2009-10 at the 2008-09 level as a percentage of payroll.108 

4.5 

SSRB consultation on Review of Parliamentary Pensions  

 
The Review Body on Senior Salaries published a consultation document on 8 June 2009. 
This explained that the review was focusing mainly on changes to the benefit structure of the 
scheme in order to address its affordability and sustainability: 
 

What are the options? 

6.1 The PCPF scheme is small and self-contained with reasonable administrative 
costs. The SSRB already takes account of the value of the pension in reaching its 

 
 
107 Explanatory Memorandum to the Parliamentary Pensions (Amendment) (No 2) Regulations 2009 (SI 2009 No. 

3154) 

108 HC Deb, 15 December 2009,118WS 
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recommendations on overall parliamentary pay. This review therefore focuses mainly 
on changes to the benefit structure of the scheme in order to address its affordability 
and sustainability. 

6.2 The House has already agreed in principle that Exchequer contributions to the cost 
of continuing accrual are to be capped at 20% of payroll. Given that the Government 
Actuary estimates the current required Exchequer contribution to the cost of accrual at 
23.1%, the difference must be met by increasing members’ contributions, reducing 
costs or a combination of both. Cost reduction could be achieved by adjusting one or 
more of the following factors: 

• accrual 

rate; 

•  definition of pensionable salary; 

•  normal pension age; 

•  value of death in service lump sum; 

•  eligibility for, and value of, survivor benefits (currently 5/8ths of pension); 

•  eligibility for, and value of, benefits for children; 

•  further reduction in survivor benefits where the survivor is ‘much’ younger than 

the member; 

•  the ‘five-year’ guarantee, under which survivors of pensioners who die within 

five years of retiring are entitled to the full pension until the end of those five 
years; 

•  eligibility for, and value of, ill-health retirement pensions; 

•  commutation factors (i.e. factor for converting pension to lump sum); 

•  option to purchase added years, and the terms on which they are purchased; 

•  option to transfer in benefits accrued in another pension scheme, and the 

terms of the transfer; 

•  level of reduction in pension when the pension is taken early; 

•  level of increases to deferred pensions and pensions in payment (currently in 

line with price inflation). 

6.3 A more fundamental change would be to end the final salary basis of the scheme. 
There exist at least three different arrangements (defined in the glossary) which could 
be considered: 

•  Defined benefit, career average arrangements 

•  Defined benefit, cash balance arrangements 

•  Defined contribution arrangements (including GPP/Stakeholder) 

6.4 Consultation respondents who support a more fundamental change may wish to 
comment on whether such a change should be introduced only after a future general 
election, so that potential MPs know what the conditions of service will be before they 
decide to be candidates, and whether changes should apply to new entrants only or to 
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 link to page 35  link to page 35  link to page 35  link to page 35  link to page 35  link to page 35 all future service (i.e. to existing MPs who return to Parliament after the next election, 
as well as to those newly elected). 

6.5 Another way of achieving a transition to a different pension arrangement would be 
to enrol future Members of Parliament in an existing public sector pension scheme, in 
the same way that the Mayor of London and members of the London Assembly are in 
the same local government pension scheme as the staff of the Greater London 
Authority. 

This could be extended to include future service of existing MPs. It might be argued 
that the high profile of MPs and the interest in the value of their pension arrangements 
could mean that any scheme to which they are transferred would be subject to a level 
and frequency of scrutiny that makes the scheme difficult to administer for the majority 
non-MP membership. However, suitable governance arrangements could be put in 
place to guard against this. 

6.6 Any transition would require measures to protect the benefits which have already 
accrued to existing members and the income of those already retired. In the event of 
its discontinuation, agreement would need to be reached on how to run down the 
existing PCPF – through a buy-out by a secure, reputable insurer capable of meeting 
its longer term liabilities or by transferring its assets and liabilities to the Exchequer.109 

The consultation is open until 31 July 2009. The SSRB intends to report to the Prime Minister 
by the end of the year.110 
 

5 

Transfer to Independent Parliamentary Standards Authority  

On 19 May 2009, the then Speaker of the House of Commons Michael Martin made a 
statement on Members’ Allowances. He had convened a meeting of party leaders to make 
decisions on the operation of parliamentary allowances pending the recommendations of Sir 
Christopher Kelly’s Committee on Standards in Public Life (CSPL).111  The meeting had 
received a paper from the Prime Minister proposing a move to regulation by an independent 
body: 
 

The meeting also received a paper from the Prime Minister, which was endorsed by 
the other party leaders, calling for a fundamental reform of allowances—moving from 
self-regulation to regulation by an independent body. The Government will consult 
widely on this proposal.112 

It was proposed that this body would “have a role in determining the arrangements for MPs’ 
pensions.”113  The Parliamentary Standards Act 2009  introduced a statutory Independent 
Parliamentary Standards Authority (IPSA).  However, it did not contain provision giving IPSA 
responsibility for pensions.114  In November 2009, the Committee on Standards in Public Life 
(CSPL) recommended that: 
 

 
 
109  Review Body on Senior Salaries, Review of parliamentary pensions. Consultation document, June 2009 
110  Department for Business, Innovation and Skills Press Release, 8 June 2009, ‘Consultation launched on the 

future of Parliamentary Pensions.’ 

111  For further information, see SN/PC/5046 Members’ allowances – the Government’s proposals for reform 
112  HC Deb, 19 May 2009, c1421W-2 
113  House of Commons Deposited Paper, Dep 2009-1474 
114  Parliamentary Standards Act 2009, section 5 (9); The background to this is discussed in more detail in Library 

Research Paper 09/061, Parliamentary Standards Bill. 
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 link to page 36  link to page 36  link to page 36  link to page 36  link to page 36  link to page 36 The independent determination of MPs’ pay and pensions should be entrenched in 
primary legislation in the same way as expenses. The independent regulator should 
therefore be given statutory responsibility for setting MPs’ pay levels and overseeing 
MPs’ pensions as well as for dealing with expenses.115 

On 10 December, Leader of the House, Harriet Harman said the Government would bring 
forward legislation to give IPSA responsibility for MPs’ pensions with effect from 2011-12.116   
 
Amendments were tabled to the Constitutional Reform and Governance Bill 2008-09 to 2009-
10.117  Introducing the amendments, Justice Secretary, Jack Straw, explained the broad 
intent: 
 

New schedule 9 would provide for IPSA to make pension schemes for MPs, and for the 
Minister for the Civil Service to make pension schemes for Ministers and certain other 
officeholders, such as the Leader of the Opposition. That contrasts with the current 
arrangements, whereby the Leader of the House determines pension arrangements 
through regulations.118 

He explained that the Government had had discussions with the PCPF trustees on two key 
issues.  The first related to protection of accrued rights: 
 

The first issue relates to accrued rights-that is, the rights to a pension that Members 
have already accrued. These provisions are silent on whether IPSA could change 
accrued rights peremptorily, and there is some anxiety about that. That is no part of our 
intention, nor that of IPSA. The Committee will be aware that section 67 of the 
Pensions Act 1995 sets out the requirements that have to be followed if there are 
proposals to change accrued rights. If a so-called protective modification is to be 
made, the informed consent of the Members affected is required. Since what we are 
seeking to do through the whole IPSA arrangements is to put Members of Parliament 
in no better and no worse a position than members of the public in ordinary 
employment, we accept that there should be a similar protection for accrued rights. 
Discussions have taken place about how that might be done. Officials are considering 
whether, for example, provisions for Members' pensions should hook in with the 
provision in the 1995 Act, which might be the most sensible way of doing it.119 

The second related to the power to appoint trustees: 

The provisions as drafted give IPSA the right to appoint whomsoever it wishes as 
trustees. There is provision in the Pensions Act 2004 that at least one third of trustees 
of any pension scheme should be representative of the members of the scheme. We 
propose to look at that to see whether such a provision could be brought in as an 
amendment on Report.120 

 
 
115 Committee on Standards in Public Life, MPs’ expenses and allowances – Supporting Parliament, safeguarding 
the taxpayer, Twelfth Report, Cm 7724, November 2009; This is covered in more detail in The CSPL report is 
covered in more detail in Library Standard Note SN/BT 5188, Committee on Standards in Public Life’s Review of 
Members’ Allowances. 
116 HC Deb, 10 December 2009, c35-8WS 

117 Background information on the Bill can be found in Library Research Paper 09/73, Constitutional Reform and 

Governance Bill 

118 HC Deb, 1 February 2010, c55 
119 Ibid, c56 
120 Ibid, c56 
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 link to page 37  link to page 37 The Government was looking further at these issues and might bring forward further 
amendments at Report Stage.121 
 
The Bill was further amended at Report Stage on 2 March 2010.  Justice Secretary, Jack 
Straw, explained that the Government amendments would: provide protection for accrued 
rights consistent with that provided to members of other occupational pension schemes; 
ensure the PCPF would continue to be a trustee-based scheme with appropriate member 
representation; and require IPSA to get the trustees’ consent before making changes 
regarding the administration of the scheme and management of its assets: 
 

The first concern was that there should be proper safeguards for hon. Members' 
accrued pension rights. My aim is to ensure that the statutory safeguards afforded to 
members of other occupational pension schemes broadly apply to the parliamentary 
scheme. As with statutory protection for pension schemes elsewhere, amendment 74 
would put a double lock on any provision adversely changing accrued pension rights. It 
would first be necessary for the trustees to consent to the scheme making such 
provision and, secondly, each member would have to give his or her informed consent 
to any changes to accrued rights. 

It is the Government's view that in giving such approval, and indeed exercising any of 
their other functions, the trustees would need to act in the best interests of the 
members in accordance with their clear fiduciary duties as trustees. That protection 
means that if IPSA were to change the rules of the scheme, the pension entitlements 
that other hon. Members and I have would be safeguarded if we left service 
immediately before any change. No adverse changes could be made to that pension 
entitlement without the agreement of the trustees or our individual consent. 

Secondly, there were concerns that schedule 7, as originally drafted, left open to doubt 
whether the new arrangements ensured the continuation of a trustee-based scheme 
with appropriate member representation on the board of trustees. Amendment 64 
would put that beyond doubt and set out on the face of the Bill the structure of the 
board of trustees. The amendments provide for a board of 10 trustees, one of whom 
would be appointed by IPSA, a second by the Minister for the Civil Service, while the 
remaining eight would be member-nominated trustees. It will be left to the trustees 
collectively to make appropriate arrangements for the nomination and selection of the 
member-nominated trustees, but such arrangements must involve all members of the 
MPs' and Ministers' pension schemes. 

The amendments include appropriate transitional provisions, so that there can be a 
managed progression from the current board of trustees to the new one, but the 
existing trustees will continue to be trustees until the end of the transitional period. 
There is also provision for the first eight member-nominated trustees to be chosen from 
among the existing trustees. 

Thirdly, amendment 66 would require IPSA to obtain the consent of the trustees before 
making the administration scheme under paragraph 3 of schedule 7. This is an 
appropriate further safeguard, given that the administration scheme will set out the 
trustees' core responsibilities in respect of the administration of the parliamentary 
contributory pension fund and the management of its assets.122 

 
 
121 Ibid, c82 
122 HC Deb, 2 March 2010, c855-4 
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 link to page 38  link to page 38  link to page 38  link to page 38 Chair of the trustees, Sir John Butterfill, had tabled a number of amendments.  Although the 
Justice Secretary considered some of these to be unnecessary, he recommended that others 
should be accepted by the House.123  These included: 
 

-  Provision for more flexibility in the arrangements for appointing trustees; 
-  Requirement for Treasury consent regarding the remuneration of trustees; 
-  Requirement for IPSA to have the trustees’ consent before making certain changes; 
-  An amendment to ensure the protection arrangements for accrued rights were 

consistent with those applying to private sector schemes  and to ensure that 
‘contingent rights’ (such as ill-health benefits) were also protected.124 

 
The Justice Secretary believed that the proposals achieved the necessary balance: 
 

The hon. Gentleman was also good enough to confirm the view of the trustees, which I 
know is also the view of the whole House-I paraphrase his words-that we should stick 
faithfully to recommendation 43 of the Kelly report, which states: 

"The independent regulator should... therefore be given statutory responsibility 
for setting MPs' pay levels and overseeing MPs' pensions". 

The recommendation is more explicit about IPSA's power to set the terms and oversee 
the administration of parliamentary pensions. 

I believe that our proposals achieve the necessary balance. What I am about to say is 
almost otiose, but it may just be worth my saying it. If it transpires following the 
election-it will have to be then, but I hope that this will become law-that because of the 
speed with which we have had to undertake these measures there are some glitches in 
the drafting, the House will have to return to the matter. However, given the 
explanations offered by the hon. Member for Bournemouth, West on behalf of the 
trustees and those offered by me, and given the spirit in which the changes are being 
made, I hope that that will not be necessary.125 

The establishment of IPSA is discussed in Library Standard Note SN/PC 5167, The 
establishment of the Independent Parliamentary Standards Authority. 

6 

Debate on appointment of trustees 

In a debate on the Pensions Bill 2007-08 (now the Pensions Act 2008) on 17 July 2008, Lord 
Fowler argued that Parliamentary Contributory Pension Fund (PCPF) should no longer be 
exempt from the requirement imposed on other pension schemes that at least one third of 
pension trustees should be elected by members of the pension fund.126 He explained the 
current arrangements for appointing trustees: 

The current position is that eight of the 10 trustees are serving Members of Parliament, 
appointed by the Whips; one, as we heard, is a Member of this House, appointed by 
the Whips here; and one has been nominated by the association representing former 
Members of Parliament—a step taken only recently, though it is a step. All of them are 
members of the scheme; there is no independent member of any kind on the trustee 
board. In other words, there is no truly independent member and no independent 

 
 
123 HC Deb, 2 March 2010, c855 
124 Ibid, c862-4 
125 Ibid, c865 
126  HC Deb, 17 July 2008, c1377-80 
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 link to page 39  link to page 39  link to page 39 chairman. I emphasise that this is not a criticism of the current chairman, who has 
done a great deal to try to rectify some of the faults in the present system.127 

He explained that until recently the PCPF had employed no professional pensions expertise: 

As extraordinary as it might seem, the fund was run by the Fees Office. As the 
Treasury took the view that the cost of professional pensions expertise was 
unnecessary, no such expertise was available. It is to the credit of the pension fund 
chairman and the other trustees that that position has changed. However, it has 
changed only recently.128 

Lord McKenzie responded that the route forward was to make “representations to the Leader 
of the House of Commons, who is responsible for those regulations” and offered to facilitate 
this.129  

Lord Fowler raised the issue again on 27 October. Lord McKenzie provided an update on the 
Government’s thinking: 

I have been given assurances that the secretariat to the trustees is now staffed by 
suitably qualified pensions experts, and that the day-to-day administration has been 
outsourced to a reputable third party. I understand that the current trustees have the 
broad range of skills and experience that a body of this type looks for, and that they 
have either sat the relevant examinations of the Pensions Management Institute or are 
undergoing a course of study. 

Member involvement is the other issue which the Deputy Leader is looking at. As the 
noble Lord knows, there is already involvement in the running of the parliamentary 
pension scheme by members of the scheme. The scheme regulations require all the 
trustees to be either Members of the other place or former Members who are entitled to 
a pension from the scheme. 

However, it is essential that noble Lords have confidence in the running of the scheme 
and it is clear that changes might be necessary to the appointment process to instil a 
sense of ownership. The Deputy Leader will continue to explore ways of doing this with 
the noble Lord, Lord Fowler, and other stakeholders. 

I must admit that we do not believe that the major changes that the noble Lord 
proposes are appropriate at this stage, particularly in advance of the major review of 
the parliamentary pension arrangements announced by the Leader of the other place 
in a Written Ministerial Statement on 17 June. The interaction between the various 
pieces of legislation is complex and we do not yet have a consensus on exactly what 
should be done. As such it is right that we continue to look at and talk about this issue. 

I assure the noble Lord, however, that, as the former Deputy Leader of the other place 
made clear in her meeting with him, any changes to the selection process and, if it is 
felt appropriate, the removal of the Pensions Act exemption could be achieved without 
the need for primary legislation, which is one of the points on which the noble Lord 
pressed me particularly. 

The noble Lord also asked whether electoral college arrangements would be possible. 
I understand that that would be a possible option and we are continuing dialogue to get 
started on subject and other options. I hope that I can indicate to the noble Lord a 
degree of process, although the key point is that dialogue should continue. Certainly, 

 
 
127  Ibid, c1380 
128  Ibid, c1378 
129  Ibid, c1384 
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 link to page 40 my honourable friend in the other place is keen for that to happen. Any changes that 
might need to flow from that dialogue do not need primary legislation and do not need 
to be dealt with in this Bill. I hope that that will satisfy the noble Lord that there is some 
movement on this although I suspect that it is not as robust and fast as he would 
like.130 

7 

Members of the House of Lords’ pensions arrangements 

Members of the House of Lords do not have access to a ‘Lords’ pension scheme’ so to 
speak. They do not receive a salary for their work done in the Parliament, unless they are a 
minister and therefore, unless they are eligible to join the Supplementary Section of the 
PCPF, do not receive a pension either. Many members of the House of Lords are ex-
Members of the House of Commons so will be able to draw on this, as they may also be able 
to do on other pensions arrangements. 

 

 
 
130  HL Deb, 27 October 2008. c1404-5 
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8 Annex 

A Parliamentary Written Answer from October 2006 provided details of Exchequer 
contributions to the PCPF between 1978-79 and 2005-06: 

Mr. Laws: To ask the Leader of the House (1) how much was spent on the 
Parliamentary Contributory Pension Fund and its predecessors in each year since 
1980-81; what forecasts he has made of how much will be spent in each year between 
2007-08 and 2050-51; and how many members of the scheme there are; [96002] 

(2) what recent estimate he has made of the (a) rate and (b) annual cost of employer 
contributions to the Parliamentary Contributory Pension Fund; and if he will make a 
statement. [96531] 

Mr. Straw: The Parliamentary Contributory Pension Fund (PCPF) is a fully-funded 
pension scheme whose costs are met from Members' contributions, investment returns 
and an Exchequer contribution. The Government Actuary undertakes a triennial 
valuation in which he makes recommendations as to the necessary Exchequer 
contribution to the PCPF. This can rise or fall depending on factors such as predicted 
investment returns and longevity assumptions. The value of the Exchequer 
contributions since 1978-79 is as follows: 
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PCPF 

exchequer 

exchequer 

contribution 

contribution 

PCPF 

rate (% of 

rate (% of 

exchequer 

Financial 

Members' 

office holders' 

contribution (£ 

year

salaries)

salaries)

million)

4.07 in aggregate 

over a 3-year 

1978-79

18.5

18.5

period

1979-80

16

16

See above

1980-81

16

16

See above

5.55 in aggregate 

over a 3-year 

1981-82

16

16

period

1982-83

16

16

See above

1983-84

20

14

See above

8.21 in aggregate 

over a 3-year 

1984-85

20

14

period

1985-86

20

14

See above

1986-87

20

14

See above

6.65 in aggregate 

over a 3-year 

1987-88

19

13

period

1988-89

19

13

See above

1989-90

4.4

4.4

See above

1990-91

4.4

4.4

0.88

1991-92

4.4

4.4

0.94

1992-93

6.8

6.8

1.52

1993-94

6.8

6.8

1.54

1994-95

6.8

6.8

1.59

1995-96

7.6

6.8

1.83

1996-97

9.6

6.8

2.75

1997-98

9.6

7.6

3.04

1998-99

7.6

6.8

2.49

1999-2000

7.5

7.5

2.56

2000-01

7.5

7.5

2.66

2001-02

7.5

7.5

2.86

2002-03

7.9

7.9

3.26

2003-04

24

24

9.82

2004-05

24

24

9.96

2005-06

24

24

10.17

Notes:

1. The above costs include contributions payable in respect of pensions 
provided for MPs, Ministers and office holders.

2. Contribution rates for 1978 to 1981 were based on a notional salary figure

 

 

In the triennial valuation report laid before the House in March 2006, the Government Actuary's 
Department (GAD) calculated the Exchequer contribution should be 26.8 per cent. of 
pensionable pay from 2006-07 until 2020-21 and then 18.1 per cent. of pensionable pay 
thereafter. The estimated cost of contributions payable by the Exchequer for 2006-07 to 2008-
09, the period until the next triennial valuation, is £11.9 million per annum… 131 

 
 
131  HC Deb, 30 October 2006, c20-21W 
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