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4 Management commentary continued...

The following section provides details of the remuneration and pension interests of the
board of the regulator and the members of the Determinations panel.

‘Salary’ includes gross salary; performance pay or bonuses; overtime; reserved rights to
London weighting or London allowances; recruitment and retention allowances; private
office allowances, and any other allowance to the extent that it is subject to UK taxation.

This report is based on payments made by or accrued by the organisation and thus
recorded in these accounts.

Non-executive part-time members of the board receive non-pensionable remuneration of
£10,200 per annum.

Salary Total Benefits in kind Board members
(in bands of £5,000) (to the nearest £100)
£10-15k £400 (C Swinson OBE) L M Edmans CBE,
(All part-time members £600 (R Walsom) A Pickering CBE, C Swinson OBE,
of the board) C Thomson, R Walsom
£100-£105k D Norgrove

(chair)

The total amount paid to non-executive directors (including the chair) during the period
was £161,000.

The monetary value of benefits in kind covers any benefits provided by the employer and
treated by the Inland Revenue as a taxable emolument. The benefits shown above
represent the payment of expenses for travelling to board meetings.

The chair’s remuneration is pensionable and details of the chair’s pension benefits are set
out below:

Chair’s pension benefits

Accrued pension = Real increase | CETV at 31/3/07 CETV at 31/3/06 = Real increase
atage 60 as  in pension and (£'000) (£'000) in CETV
at 31/3/06 and | related lump (£'000)
related lump sum at age
sum (£'000) 60 (£'000)

D Norgrove 30-35 0-2.5 622 589 2
(chair) plus lump sum | plus lump sum
of nil of nil

The pension entitlement shown above is based on the Inland Revenue earnings cap
of £105,600.



Executive members

Salary

(2006-2007)

Performance-related Salary
(2006-2007) (2005-2006)
(subject to approval)

/?c;e};z)tzerzzgve) £180-185k** Up to 20% £175-180k
| Mulroy ) _
(business delivery executive) £130-£135k Up to 20% £110-115k
C Massey

(strategic development executive) £120-£125k Up to 20% £120-£125k
Seconded from the DWP

M Eade e £54-£70k Up to 20% £100-£105k

(business support executive

**  Subject to approval by Secretary of State
***  Resigned with effect from 13 November 2006

All salary figures include accrued performance-related bonuses for all executive directors.

C Massey is paid directly by the DWP and his costs are reinvoiced to the regulator.

Executive members’ pension benefits

Accrued pension | Real increase

atage 60 as  in pension and
at31/3/06 and = related lump

related lump sum at age

sum (£'000) 60 (£'000)
A H Hobman 5-10 0-25
(chief executive)  plus lump sum | plus lump sum

of 20-25 of 2.5-5

C Massey 2.5°5 15-20
(strategic plus lump sum | plus lump sum
development of 75-10 of 50-55
executive)
June Mulroy 15-20 12.5-15
(business plus lump sum | plus lump sum
delivery of nil of nil
executive)
Mark Eade
(business
support n/a n/a
executive)
Left 13/11/06)

The pension entitlement of the chief executive is based on the Inland Revenue’s earnings

cap of £105,600.

CETV at 31/3/07 CETV at 31/3/06 ' Real increase

(£7000) (£7000) in CETV
(£7000)
122 96 22
203 167 36
292 28 259
n/a n/a n/a
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4 Management commentary continued...

In respect of M. Eade, employees do not accrue defined benefits in the Civil Service Pension
Scheme until they have been members for two years, before which their entitlement on
leaving service is to apply for a transfer value to a personal or stakeholder pension.

Pension benefits are provided through the Civil Service pension arrangements. From

1 October 2002, civil servants may be in one of three statutory based ‘final salary’ defined
benefit schemes (classic, premium, and classic plus). The schemes are unfunded with the
cost of benefits met by monies voted by Parliament each year. Pensions payable under
classic, premium, and classic plus are increased annually in line with changes in the Retail
Prices Index. New entrants after 1 October 2002 may choose between membership of
premium or joining a good quality ‘money purchase’ stakeholder arrangement with a
significant employer contribution (partnership pension account).

Employee contributions are set at the rate of 1.5% of pensionable earnings for classic and
3.5% for premium and classic plus. Benefits in classic accrue at the rate of 1/80th of
pensionable salary for each year of service. In addition, a lump sum equivalent to three
years’ pension is payable on retirement. For premium, benefits accrue at the rate of 1/60th
of final pensionable earnings for each year of service. Unlike classic, there is no automatic
lump sum (but members may give up (commute) some of their pension to provide a lump
sum). Classic plus is essentially a variation of premium, but with benefits in respect of
service before 1 October 2002 calculated broadly in the same way as in classic.

The partnership pension account is a stakeholder pension arrangement. The employer
makes a basic contribution of between 3% and 12.5% (depending on the age of the
member) into a stakeholder pension product chosen by the employee from a selection of
approved products. The employee does not have to contribute but where they do make
contributions, the employer will match these up to a limit of 3% of pensionable salary (in
addition to the employer’s basic contribution). Employers also contribute a further 0.8% of
pensionable salary to cover the cost of centrally-provided risk benefit cover (death in service
and ill health retirement).

Further details about the Civil Service pension arrangements can be found at the website
www.civilservice-pensions.gov.uk.

A Cash Equivalent Transfer Value (CETV) is the actuarially assessed capitalised value of the
pension scheme benefits accrued by a member at a particular point in time. The benefits
valued are the member’s accrued benefits and any contingent spouse’s pension payable
from the scheme. A CETV is a payment made by a pension scheme or arrangement to
secure pension benefits in another pension scheme or arrangement when the member
leaves a scheme and chooses to transfer the benefits accrued in their former scheme. The
pension figures shown relate to the benefits that the individual has accrued as a
consequence of their total membership of the pension scheme, not just their service in a
senior capacity to which disclosure applies.



The CETV figures, and from 2003-2004 the other pension details, include the value of any
pension benefit in another scheme or arrangement which the individual has transferred to
the Civil Service pension arrangements and for which the CS Vote has received a transfer
payment commensurate with the additional pension liabilities being assumed. They also
include any additional pension benefit accrued to the member as a result of their purchasing
additional years of pension service in the scheme at their own cost. CETVs are calculated
within the guidelines and framework prescribed by the Institute and Faculty of Actuaries.

This reflects the increase in CETV effectively funded by the employer. It takes account of the
increase in accrued pension due to inflation, contributions paid by the employee (including
the value of any benefits transferred from another pension scheme or arrangement) and
uses common market valuation factors for the start and end of the period.

Members of the Determinations panel receive a daily allowance in respect of the time
devoted by each of them to the work of the panel. The rate for the chair is £650 per diem
and for the other members is £500 per diem.

Members Salary
G Fitchew, S McCarthy, M Maunsell, D Hayter, £5-f10k
0 Dickson, D Campbell, D Taylor

| Scampion CBE (Chair) £15-£20k

Members of the Determinations panel may be removed from office at any time by the chair
of the panel with the approval of the regulator. The chair can be removed from office at any
time by the regulator.

Members who wish to leave the panel are required to give the chair two months’ notice and
the chair is required to give the regulator three months’ notice. Any compensation payment
would be made in line with contractual obligations with reference to these notice periods.

N& W
David Norgrove Tony Hobman

chair, the Pensions Regulator chief executive, the Pensions Regulator
19 June 2007 19 June 2007

Annual report and accounts 2006-2007 page 75



Annual report and accounts 2006-2007 page 76

5 Statutory accounts and
notes to the accounts

‘Clearance is definitely a big improvement.
Getting clearance procedure running as quickly
as possible is one of their biggest successes
which they don’t get reported on much’

‘You hear that the regulator can be pretty tough when it
comes to negotiation on what it wants in terms of protection
of the pension funds underneath it, but it doesn’t seem to
have been a hindrance and that was hugely important, to
have a regulator that was operating with the pension
schemes and their sponsors in a sensible and responsible
way, not unduly pedantic ’

These quotes are from research on perceptions undertaken with our key stakeholders in August 2006 and March 2007.



Under paragraph 27 of schedule 1 to the Pensions Act 2004, the regulator is required to
prepare a statement of accounts in the form and on the basis determined by the Secretary
of State with the approval of the Treasury. The accounts are prepared on an accruals basis
and are required to give a true and fair view of the regulator’s state of affairs at the period
end and of its income, expenditure and cash flows for the financial period.

In preparing the accounts, the regulator was required to:

observe the accounts direction issued by the Secretary of State, including the
relevant accounting and disclosure requirements, and apply suitable accounting
policies on a consistent basis;

make judgements and estimates on a reasonable basis;

state whether applicable accounting standards have been followed in accordance
with the Financial Reporting Manual and disclose and explain any material
departures in the financial statements; and

prepare the financial statements on a going concern basis, unless it is
inappropriate to presume that the entity will continue in operation.

The chief executive is the accounting officer for the regulator. His relevant responsibilities as
accounting officer, including propriety and regularity of the public finances and for the
keeping of proper records, are set out in the Non-Departmental Public Bodies Accounting
Officers Memorandum issued by the Treasury and published in Government Accounting.

4 i
David Norgrove Tony Hobman

chair, the Pensions Regulator chief executive, the Pensions Regulator
19 June 2007 19 June 2007
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5 Statutory accounts and notes to the accounts continued...

The regulator became operational in April 2005 with its core processes based on those
operated by Opra. The regulator’s wider range of powers required new processes and
associated controls, and by April 2006 the key processes and controls were in place. Some
areas continued under development in 2006-2007, under the auspices of our culture
change programme.

As accounting officer, | have responsibility for maintaining a sound system of internal
control that supports the achievement of the regulator’s policies, aims and objectives, while
safeguarding the public funds and departmental assets for which | am personally
responsible in accordance with the responsibilities assigned to me under the Non-
Departmental Public Bodies Accounting Officers Memorandum issued by the Treasury and
published in Government Accounting.

The regulator is accountable to the DWP, within a framework set out in a Management
Statement and Financial Memorandum agreed between the regulator and the department on
9 December 2005.

The DWP receives reports on performance, finance, and risk, primarily through regular
review meetings, held in 2006-2007 between myself and a member of the department’s
pensions protection and stewardship team. In addition the chair of the regulator, David
Norgrove, has met with the managing director of strategy and pensions, and the chair and
myself have also met with the Minister for Pensions Reform.

The Management Statement and Financial Memorandum was reviewed during the year and
minor revisions were agreed with the department in December 2006, principally to clarify
the requirements for reporting progress against our business plan.



The system of internal control in the regulator is designed to manage risk to a reasonable
level rather than to eliminate all risk of failure to achieve policies, aims and objectives; it
can therefore only provide reasonable and not absolute assurance of effectiveness. The
system of internal control consists of:

an ongoing process designed to identify and prioritise the risks to the achievement
of the regulator’s policies, aims and objectives, to evaluate the likelihood of those
risks being realised, and the impact should they be realised, and to manage them
efficiently, effectively and economically;

codes of conduct for board members, staff and contractors, setting out expectations
of behaviour, and the policy framework for declaring and managing conflicts of
interest, ensuring data protection and information security, countering the risk of
fraud, and providing for a system for staff whistleblowing;

clear standing orders and terms of reference for the board and its committees and
for the executive management team and project management committees, and a
schedule of financial and pensions regulatory delegations of authority, approved by
the board and reviewed at least once per annum;

a business planning system linking strategic, operational, team and personal
objectives and subject to regular review by the executive management team

and quarterly reporting to the board and DWP Steward, using agreed

performance indicators;

an annual budget agreed by the board, developed through close integration with the
business planning cycle, subject to monthly management reporting and quarterly
review by the board, and with financial controls and a clear system of delegations
overseen by the executive director for business support;

regular reporting to the board of developments across the business, and consultation
with board members on key policy issues, including two ‘awaydays’ per annum to
ensure the board has sufficient time for strategic review and planning;

detailed business process rules, a consistent standard of documentation, and clear
lines of accountability and escalation in respect of pensions regulatory decisions
and actions taken; and

a programme of internal audits and a system for progressing implementation of
audit recommendations and reporting progress to the audit committee.

The system of internal control has been in place in the regulator for the year ended
31 March 2007 and up to the date of approval of the Annual report and accounts, and
accords with Treasury guidance.
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5 Statutory accounts and notes to the accounts continued...

The regulator has taken a positive approach to risk management and has adopted a risk
management approach which it felt was entirely appropriate to its role and remit. The
regulator’s executive management team devoted regular attention to the identification and
assessment of strategic and operational risks, in consultation with the audit committee and
internal auditors, in the period covered by this statement. A risk adviser was nominated to
assist in keeping the strategic risk schedule under review in consultation with directors and
heads of business units, as set out in the following section. Our approach was therefore
fully operational from the beginning of the period to which this statement refers.

The purpose of risk management is to enable the mitigation and monitoring of the risks
that have been identified. The process was developed as outlined above, and the approach
to risk management, and the risk schedule, was reviewed by the audit committee at its
meetings during the period. The approach adopted includes a risk management policy
statement and guidance document, schedules of strategic risks and recording of mitigating
actions (owned by business unit heads and subject to monthly reviews by directors with
their heads of business units). The process is managed by a nominated risk adviser, and the
strategic risk schedule and recorded actions and risk ratings are reviewed quarterly by the
executive management team and the audit committee. During the year the risk review
process was amended to ensure closure of risks was properly considered. A closed risk
register was implemented.

As at 31 March 2006 there were nine strategic risks identified in the risk schedule. A
director was assigned to be the owner of each strategic risk, and was responsible for:

identifying or proposing actions to mitigate the risk;

making recommendations as to the impact of mitigating actions
on the inherent risks; and

reviewing the risk each month.

Some of the risks are fairly generic to any organisation like the regulator, such as those
relating to business continuity, staffing or project management. Others were specific to
our core business or to changing circumstances, such as receiving a whistleblowing report
but failing to take the appropriate action to prevent pension benefits being
misappropriated or misused.

At team level, managers are encouraged to build risk mitigation actions into their
workplans, and training on risk management has been provided. Work began towards the
end of the period to develop a business improvement programme, designed to embed a
continuous improvement capability across the organisation.



In addition to regular review of the risk schedule throughout the year, the executive
management team reviewed the risk management approach, and the relevance and
appropriateness of the nine identified strategic risks in March 2007. The audit committee
carried out a similar review at its meeting on 4 April 2007 and a report was made to the
board meeting on 2 May 2007. It is intended this type of review will be carried out on an
annual basis.

Further assurance was provided by an internal audit of our risk management process
carried out during the year. The audit report gave a full assurance rating.

As accounting officer, | have responsibility for reviewing the effectiveness of the system of
internal control. My review was informed by the work of the internal auditors, and the
executive directors and managers within the regulator who had responsibility for the
development and maintenance of the internal control framework, and by comments made
by the external auditors in their management letter and other reports. | was advised on the
implications of the result of my review of the effectiveness of the system of internal control
by the board, and the audit committee.

A programme of internal audits was agreed by the audit committee and reported to the
committee during the period of this statement. Assurances received were either substantial,
or in the case of our risk management system, full assurance.

A process is in place to ensure that the agreed management response to internal audit
recommendations is monitored by the executive management team, progressed and
implemented effectively, and progress reported regularly to the audit committee. The committee
was satisfied that good progress was made over the year in achieving that implementation.

The audit committee also regularly reviewed, and was satisfied by, the operation of the risk
management system.

No significant internal control problems arose during the year to 31 March 2007.

Tony Hobman
chief executive, the Pensions Regulator
19 June 2007
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5 Statutory accounts and notes to the accounts continued...

| certify that | have audited the financial statements of The Pensions Regulator for the year ended
31 March 2007 under Schedule 1 of the Pensions Act 2004. These comprise the Income and
Expenditure Account, the Balance Sheet, the Cashflow Statement and Statement of Total
Recognised Gains and Losses and the related notes. These financial statements have been
prepared under the accounting policies set out within them. | have also audited the information
in the Remuneration Report that is described in that report as having been audited.

The Board of the Pensions Regulator is responsible for preparing the Annual Report, the
Remuneration Report and the financial statements in accordance with the Pensions Act
2004 and directions made thereunder by the Secretary of State for Work and Pensions and
for ensuring the regularity of financial transactions. These responsibilities are set out in the
Statement of the Board’s and Chief Executive’s Responsibilities.

My responsibility is to audit the financial statements and the part of the remuneration
report to be audited in accordance with relevant legal and regulatory requirements, and
with International Standards on Auditing (UK and Ireland).

| report to you my opinion as to whether the financial statements give a true and fair view
and whether the financial statements and the part of the Remuneration Report to be
audited have been properly prepared in accordance with the Pensions Act 2004 and the
Secretary of State for Work and Pensions’ directions made thereunder. | report to you
whether, in my opinion, certain information given in the Annual Report, which comprises
the Chief Executive’s report, the pensions environment and the regulated community, and
the Management commentary, is consistent with the financial statements. | also report
whether in all material respects the expenditure and income have been applied to the
purposes intended by Parliament and the financial transactions conform to the authorities
which govern them.

In addition, | report to you if The Pensions Regulator has not kept proper accounting
records, if | have not received all the information and explanations | require for my audit, or
if information specified by HM Treasury regarding remuneration and other transactions is
not disclosed.

| review whether the Statement on Internal control reflects The Pensions Regulator’s
compliance with HM Treasury’s guidance, and | report if it does not. | am not required to
consider whether this statement covers all risks and controls, or form an opinion on the
effectiveness of The Pensions Regulator’s corporate governance procedures or its risk and
control procedures.

| read the other information contained in the Annual Report and consider whether it is
consistent with the audited financial statements. | consider the implications for my report if
| become aware of any apparent misstatements or material inconsistencies with the
financial statements. My responsibilities do not extend to any other information.



| conducted my audit in accordance with International Standards on Auditing (UK and
Ireland) issued by the Auditing Practices Board. My audit includes examination, on a test
basis, of evidence relevant to the amounts, disclosures and regularity of financial
transactions included in the financial statements and the part of the Remuneration Report
to be audited. It also includes an assessment of the significant estimates and judgments
made by the Board and the Chief Executive in the preparation of the financial statements,
and of whether the accounting policies are most appropriate to The Pensions Regulator’s
circumstances, consistently applied and adequately disclosed.

| planned and performed my audit so as to obtain all the information and explanations
which | considered necessary in order to provide me with sufficient evidence to give
reasonable assurance that the financial statements and the part of the Remuneration
Report to be audited are free from material misstatement, whether caused by fraud or
error, and that in all material respects the expenditure and income have been applied to
the purposes intended by Parliament and the financial transactions conform to the
authorities which govern them. In forming my opinion | also evaluated the overall
adequacy of the presentation of information in the financial statements and the part of the
Remuneration Report to be audited.

In my opinion:
the financial statements give a true and fair view, in accordance with the Pensions Act
2004 and directions made thereunder by the Secretary of State for Work and Pensions,
of the state of The Pensions Regulator’s affairs as at 31 March 2007 and of its Net
Expenditure for the year then ended;
the financial statements and the part of the Remuneration Report to be audited have
been properly prepared in accordance with the Pensions Act 2004 and the Secretary of
State for Work and Pensions’ directions made thereunder; and
information given within the Annual Report, which comprises the Chief Executive’s
Report, the pensions environment and the regulated community, and the Management
commentary, is consistent with the financial statements.

In my opinion, in all material respects the expenditure and income have been applied to
the purposes intended by Parliament and the financial transactions conform to the
authorities which govern them.

| have no observations to make on these financial statements.

%,H%M.

John Bourn

Comptroller and Auditor General,

National Audit Office, 157-197 Buckingham Palace Road, Victoria, London SW1W 9SP
25 June 2007
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5 Statutory accounts and notes to the accounts continued...

Year ended
31 March 2007

Period from
6 April 2005 to
31 March 2006

Note (restated)
£°000 £000
Income
Other income 3 174 190
174 190
Expenditure
Staff costs 5 19,225 14,997
Other operating charges 6 12,695 12,385
31,920 27,382
Net expenditure on ordinary activities (31,746) (27,192)
Interest receivable 172 151
Net expenditure for year before
notional interest on capital employed (31,574) (27,041)
Notional interest (payable)/
receivable on capital employed 2(b) 42 60
Loss on disposal of fixed assets 8 - (364)
Net expenditure for year before tax (31,532) (27,345)
Tax on interest receivable 7 (33) (29)
Net expenditure on ordinary activities
after taxation 3 (31,565) (27.374)
Reversal of notional cost of capital (42) (60)
Net expenditure for the financial year (31,607) (27,434)
All activities were continuing through the year
Period from
Year ended 6 April 2005 to

31 March 2007

31 March 2006

Note (restated)
£'000 £’000
Net expenditure for the financial year (31,607) (27,434)
Unrealised gains on
revaluation of fixed assets 13 19 22
Total recognised gains/(losses)
relating to year (31,588) (27,412)




At 31 March 2007 At 31 March 2006
Note (restated)
£'000 £'000 £’000 £'000
Fixed assets 8
Tangible assets 2(d) 1,872 2,292
Intangible assets 2(e) 499 82
2,371 2,374
Current assets
Debtors 9 514 5,875
Cash at bank and in hand 18(c) 305 31
T 5,906
Creditors
Amounts falling due within one year 10 (4,265) (4,621)
Net current (liabilities)/assets (3,446) 1,285
Total assets less current liabilities (1,075) 3,659
Creditors
Amounts falling due after
more than one year 10 (308) (367)
Provisions for liabilities and charges 12 (855) (3,447)
Total net liabilities (2,238) (155)
Financed by
General Reserve 13 (2,238) (155)
(2,238) (155)

Approved by the Pensions Regulator at a meeting on 6 June 2007

W ﬂm
David Norgrove

chair, the Pensions Regulator
19 June 2007

Tony Hobman
chief executive, the Pensions Regulator
19 June 2007
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5 Statutory accounts and notes to the accounts continued...

Period from

Year ended 6 April 2005 to

31 March 2007 31 March 2006

Note (restated)

£'000 £'000
Net cash outflow from 18(a) (33,096) (23,421)

operating activities

Interest received 172 151
Tax paid (29) (10)
Capital expenditure 8 (1,177) (2,393)
Financing 18(b) 34,404 25,647
Increase/(Decrease) in cash 18(c) 274 (26)

The accounting policies and notes on pages 86 to 99 form part of these accounts.

The financial statements are drawn up in accordance with a direction given by the
Secretary of State for Work and Pensions in accordance with Paragraph 27(2) of
Schedule 1 of the Pensions Act 2004. The financial statements are prepared in
accordance with generally accepted accounting practice in the United Kingdom (UK
GAAP) and the Companies Act requirements, the disclosure and accounting
requirements contained in HM Treasury’s Fees and Charges Guide, and the accounting
and disclosure requirements given in Government Accounting and in the Financial
Reporting Manual (FReM), insofar as these are appropriate to the regulator and are in
force for the financial year for which the statements are prepared. The financial
statements are prepared under the modified historical cost convention by the
inclusion of fixed assets at their value to the business by reference to current costs.



With effect from the 2006-2007 reporting period, the FReM requires NDPBs to account
for grants and grants-in-aid received for revenue purposes as financing because they
are regarded as contributions from a controlling party which gives rise to a financial
interest in the residual interest of NDPBs. This is a change in accounting policy from
earlier periods when such items were recorded as income. The effect of this change on
the certified 2005-2006 accounts and the impact of the change on the results of the
current year is shown below. Note there is no impact on the net liability of the
regulator as a result of this change in policy.

At 31 March 2006

Impact of adopting
the new policy

At 31 March 2006

(Previously stated) (restated)
Net expenditure for 2005-2006 2,549 (29,923) (27,374)
General Reserve (2,529) 2,374 (155)
Government Grant Reserve 2,374 (2,374) =

At 31 March 2007

Impact of adopting

At 31 March 2007

Annual report and accounts 2006-2007 page 87

(without applying the new policy (Applying the

the new policy) new policy)

Retained deficit for 2006-2007 (2,038) (29,527) (31,565)
General Reserve (4,609) 2,371 (2,238)
Government Grant Reserve 2,371 (2,371) -

Grant-in-aid and Grant received used to finance activities and expenditure which
support the statutory and other objectives of the entity are treated as financing,

credited to the general reserve, because they are regarded as contributions from
a controlling party.

Certain expenses included in these accounts have not involved actual payments.
They include various expenses and notional interest on capital employed (notional
interest has been calculated at the Treasury standard rate of 3.5% of the average
value of total assets less liabilities). These costs are included in the accounts to
ensure that the results reflect the full economic costs of the regulator.

Other income and expenditure is recognised on an accruals basis. Where income
received relates to a period of time covering more than one accounting period, that
part extending beyond the current accounting period is treated as deferred income.
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5 Statutory accounts and notes to the accounts continued...

Fixed assets are valued at current replacement cost which is calculated by applying
appropriate Office for National Statistics indices to the historical cost of each asset.
Any surplus on revaluation of fixed assets is credited to the General Reserve. Any
permanent diminution in the value of a fixed asset on revaluation is charged to the
income and expenditure account when it occurs. The regulator is required to remit
the proceeds of disposal of fixed assets to the Secretary of State.

The costs of purchasing major software licences are capitalised as intangible fixed
assets. The costs of major software development and enhancement including
related consultancy costs are capitalised as tangible fixed assets, although ongoing
software maintenance costs are written off in the period in which they are incurred.

The threshold for treating expenditure on single items of tangible and intangible
fixed assets as capital expenditure is £1,000. Depreciation is provided on fixed
assets at rates calculated to write down the cost or valuation (less any estimated
residual value) of each asset evenly over its expected useful life as follows:

Leasehold improvements - the shorter of 10 years or the
remainder of the lease term

Furniture and office equipment - 5years

Information technology costs (IT costs)

- information technology equipment - 3years

- major software licences - 3years

- software development - 3years

and enhancement
A full year’s charge is made in the year of acquisition.

Assets are not depreciated until they are commissioned or brought into use.

Rent payable under operating leases is charged to the income and expenditure
account on a straight line basis over the term of the lease. Amounts received as
inducements to enter into operating leases are treated as deferred income (rent
rebates), and are recognised to reduce the operating lease costs over the same
period as the corresponding lease.



The majority of past and present employees are covered by the provisions of the
Principal Civil Service Pension Scheme (PCSPS) which is a defined benefit scheme
and is unfunded and non-contributory, except in respect of dependants’ benefits.
The regulator recognises the expected cost of providing pensions on a systematic
and rational basis over the period during which it benefits from employees’ service
by payment to the PCSPS of amounts calculated on an accruing basis. Liability for
the payment of future benefits is a charge on the PCSPS. As described more fully in
Note 5, certain employees can opt for a stakeholder pension.

Compensation payments are charged to the income and expenditure account.
Obligations relating to those former members of staff aged 50 or over are provided
for until their normal date of retirement.

Provision is made for early retirement, redundancy and property costs when any
relevant programme is announced and a constructive obligation is created.
Similarly, provision for leasehold dilapidations is made as the dilapidations arise
over the life of the lease.

Period from
Year ended 6 April 2005 to
31 March 2007 31 March 2006
(restated)
£'000 £'000
DWP payment for gathering data
about hybrid pension schemes: 57 =
Charges made for providing a levy collection service:
- PPF contribution towards running costs 60 190
- PPF payment for Scheme return form
change for PPF 7 -
- PPF contribution towards
Scheme return 4 development 50 =

174 190
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5 Statutory accounts and notes to the accounts continued...

The chairman and other members of the board of the regulator are appointed under
the Pensions Act 2004 by the Secretary of State for Work and Pensions. The chairman
was appointed on a part-time basis from 1 January 2005 for a period of three years.
His salary is set by the Secretary of State in line with senior civil servants, and he is a
member of the Principal Civil Service Pension Scheme. Other part-time (non-executive)
board members are also appointed for periods of between one and four years. The
part-time board members were entitled to receive a monthly non-pensionable fee of
£850 in 2006-2007 (2005-2006: £833) and out of pocket expenses.

Details of the remuneration and pension benefits of the chairman and all other
members of the board are given in the Remuneration report on page 70. The

total costs for the chairman and part-time board members are as follows and these
costs are included within other operating charges (Note 6):

Period from

Year ended 6 April 2005 to

31 March 2007 31 March 2006

£'000 £'000

Salary/fees 160 161
Social security costs 14 15
Other pension costs (chair only) 17 18
191 194

Included above are fees waived in favour of a board member’s employer totalling
£11,458 (2005-2006: £11,458), plus £2,005 irrecoverable VAT.



Period from
Year ended 6 April 2005 to
31 March 2007 31 March 2006
£'000 £'000
Employees

Salaries and wages 9,421 7,872
Social security costs 797 672
Other pension costs 1,796 1,429
12,014 9,973
Newcastle staff - 3
Temporary staff 6,823 4,504
Redundancy and early retirement costs 388 517
19,225 14,997

The average number of staff employed,
including temporary staff No No
Employees 252 230
Temporary staff 73 58
Total 325 288

Details of the remuneration and pension benefits of the board of the regulator are
given in the Remuneration report on page 70. The staff costs above include the
costs of the chief executive and the full time members of the board.

The Pensions Act 2004 includes employment with the regulator under the
Superannuation Act 1972, and all employees of the regulator including the chief
executive are entitled to membership of the Principal Civil Service Pension Scheme
(PCSPS), including family benefits. The PCSPS is an unfunded multi-employer

defined benefit salary-related scheme, but the regulator is unable to identify its share
of the underlying assets and liabilities. A full actuarial valuation was carried out at

31 March 2003, and details can be found in the resource accounts of the Cabinet
Office: Civil Superannuation (www.civilservice-pensions.gov.uk). A further valuation
commenced in March 2007 with findings to be presented to the Cabinet Office for
employer consultation at the end of 2007.
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5 Statutory accounts and notes to the accounts continued...

For 2006-2007, employers’ contributions of £1,785,928 were payable to the PCSPS
(2005-2006: £1,418,924) at one of four rates in the range 17.1% to 25.5% of
pensionable pay, based on salary bands. In 2005-2006, the four salary bands were in
the range 16.2% to 24.6%. The scheme’s actuary reviews employer contributions every
four years following a full scheme valuation. The contribution rates reflect the benefits
as they are accrued, not when the costs are actually incurred, and reflect past
experience of the scheme.

Employees joining after 1 October 2002 can opt to open a partnership pension account,
a stakeholder pension with an employer contribution, and employer contributions of
£9,603 (2005-2006: £9,942) were payable to one or more of a panel of three
appointed stakeholder pension providers. Employer contributions are age-related

and range from 3% to 12.5% of pensionable pay, and employers also match employee
contributions up to 3% of pensionable pay. In addition, employer contributions of £910
(2005-2006: £706), being 0.8% of pensionable pay, were payable to the PCSPS to
cover the cost of future provision of lump sum benefits on death in service and ill
health retirement of these employees.

There were no outstanding or prepaid contributions at 31 March 2007.



Period from
Year ended 6 April 2005 to
31 March 2007 31 March 2006
£'000 £'000
Board chair - includes expenses 133 132
Part-time board members’ fees* 57 64
Part-time board expenses** 1 1
Consultancy, contracted out and
other professional services 6,492 6,684
Training and recruitment costs 1,213 891
Staff travel and expenses 379 295
Depreciation *** 1,138 1,065
General office expenses including
accommodation expenses 1,545 1,974
Redundant property costs = (297)
Dilapidations costs 63 (99)
Computer systems development and maintenance 930 499
Operating leases including rent 654 850
Devaluation of fixed assets 61 287
Auditor’s remuneration 29 39
12,695 12,385

This amount includes irrecoverable VAT of £2,005 charged by the employer of a board

member who has waived her fees in favour of her employer (2005-2006: £2,000).

* %

(2005-2006: £266).
* %%

This amount includes tax due to the Inland Revenue on expenses incurred of £926

Depreciation is net of the reduced charge due to revaluations during the period (Note 8).

Costs in the year ended 31 March 2007 included exceptional costs of £6.0m (2005-2006:
£4.877m) relating to the continuation of the culture change programme to establish the

regulator and provide it with the personnel, systems and procedures necessary to fulfil its

wide-ranging remit. The costs are largely included in consultancy. The activities of the

programme are described in section 4 of the Annual report. Initial costs of the culture change
programme were borne directly by the DWP. The income for the culture change programme is

shown in Note 13 and is equivalent to the costs incurred during the period.

Year ended
31 March 2007

£°000

Period from

6 April 2005 to

31 March 2006
£'000

UK Corporation Tax at 19%
(2005-2006: 19%) on interest receivable 33

29
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5 Statutory accounts and notes to the accounts continued...

Leasehold  Furniture & IT IT  Total
improvements  equipment  hardware  software
& software (intangible)
£'000 £'000 £'000 £'000  £'000

Cost:
At 31 March 2006 1,281 924 1,094 201 3,500
Additions in period 12 a1 367 707 1,177
Disposals in period = = (224) (98)  (322)
Revaluations 19 (14) (47) = (42)
At 31 March 2007 1,312 1,001 1,190 810 4,313
Depreciation:
At 31 March 2006 183 219 605 19 1,126
Charge for period 187 199 LoL 290 1,170
Disposals in period - - (224) (98)  (322)
Reduction in charge arising
on revaluations 3 (5) (30) = (32)
At 31 March 2007 373 413 845 31 1,942
Net book value at
31 March 2006 1,098 705 489 82 2,374
Net book value at
31 March 2007 939 588 345 499 2,371

The net book value of assets disposed of during the period was nil.

At 31 March 2007 At 31 March 2006
£'000 £000 £'000 £'000
Debtors:
Central government 26 5,188
Other 80 172
106 5,360
Prepayments:
Other 386 499
Other debtors - staff loans 22 16

514 5,875




At 31 March 2007 At 31 March 2006
£000 £000 £'000 £'000

Taxation on interest receivable 33 29
Deferred income 59 119
Amounts due to suppliers 1,994 945
Accruals:
Central government 206 1
Other 1,973 3.417
2,179 3,528
4,265 4,621

Central government accruals includes £2,342 due to the PPF, £155,269 due to the
DWP and £40,252 due to the Government Actuary’s Department.

Deferred income due in less than one year comprises rent rebates received
(see Note 2(g)).

Deferred income due in greater than one year comprises only rent rebates.

At 31 March 2007 At 31 March 2006
£'000 £'000

Deferred income 308 367

The regulator occupies an office in Brighton, the lease on which will expire
in 2013. Annual commitments for 2007-2008 in respect of leases expiring:

within within over 5

one year 2 to 5 years years

£'000 £'000 £'000

Land and buildings = = 670
Other operating leases 1 19 =

Total 11 19 670
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5 Statutory accounts and notes to the accounts continued...

Early Redundancy Dilapidations Property  Total

Retirement costs
£'000 £000 £'000  £'000 £'000
Balance at 31 March 2006 347 203 151 2,746 3,447
Amount provided/
(released) in period 6 397 63 (11) 355
Utilisation in period (109) (203) - (2,635) (2,947)
Balance at 31 March 2007 241 397 214 = 855
31 March 2007 31 March 2006
(restated)
£000 £'000
As at 1 April 2006 brought forward (155) (3,289)
Net expenditure (31,565) (27.374)
Grant-in-aid to cover ongoing operations 21,435 23,215
Grant-in-aid to cover initial costs
of establishing the regulator 6,893 4,938
Grant-in-aid to cover fixed asset purchases 1,177 2,393
Surplus on revaluations in period 19 22
Notional interest on capital employed
(see Note 2b) (42) (60)
General Reserve carried forward (2,238) (155)

Amounts contracted for but not provided in the accounts amounted to nil
31 March 2006: nil).

There were no amounts authorised by the board not contracted for.

In the course of the period no financial penalties were imposed (2005-2006: nil) and
penalties collected amounted to £5,274 (2005-2006: £4,000). Under Section 10(9) of
the Pensions Act 1995, the regulator is required to pay the Secretary of State any
penalties recovered and therefore such penalties are not included in the accounts.

There were no contingent liabilities at 31 March 2007 (31 March 2006: nil).



A claim has been made against our legal advisers for failing to implement the break
clause on three of the floors at Invicta House. Liability has been admitted and the
claim is with their insurers.

Period from
Year ended 6 April 2005 to
31 March 2007 31 March 2006
£°000 £'000
(restated)
(a) Reconciliation of net expenditure to net
cash outflow from operating activities
Net expenditure on ordinary activities (31,746) (27,192)
Depreciation 1,138 1,065
Devaluation of fixed assets 61 287
Increase/(decrease) in debtors 462 (481)
Increase/(decrease) in creditors (419) 3,627
Increase/(decrease) in provisions (2,592) (727)
Net cash outflow from operating activities (33,096) (23,421)
(b) Analysis of financing
Grant-in-aid received from the DWP 22,611 25,608
Grant-in-aid received for the
Culture change programme 11,793 39
34,404 25,647
Applied towards purchase of fixed assets (1,177) (2,393)
Total Grant-in-aid applied towards
revenue expenditure 33,227 23,254
(c) Analysis of movements in net funds
at 31 March at 31 March
2006 Cash flow 2007
£'000 £'000 £'000
Cash in hand and at bank 31 274 305
Total 31 274 305

Cash at bank represented the only funds held at 31 March 2007.
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5 Statutory accounts and notes to the accounts continued...

The Pensions Regulator is a Non-Departmental Public Body accountable to the
Secretary of State for Work and Pensions. The Department for Work and Pensions
(DWP) and the Pension Protection Fund (PPF) are regarded as related parties. During
the period the Pensions Regulator has had a number of significant transactions with
the Department, its executive agencies and other related bodies covering:

a) supply of data gathering services on a full reimbursement basis (DWP)
b) provision of levy collection services (PPF)
¢) contribution towards development of the Scheme return 4 service (PPF)

During the period no other related parties, including the Pensions Regulator board
members and key management, had undertaken any material transactions with the
Pensions Regulator.

FRS 13, Derivatives and Other Financial Instruments, requires disclosure of the role
which financial instruments have had during the period in creating or changing the
risks an entity faces in undertaking its activities. Because of the non-trading nature of
its activities and the way it is financed, the regulator is not exposed to the degree of
financial risk faced by business entities. Moreover, financial instruments play a much
more limited role in creating or changing risk than would be typical of listed
companies to which FRS 13 mainly applies. The regulator has very limited powers to
borrow or invest funds. Financial assets and liabilities are generated by day to day
operational activities and are not held to change the risks facing the regulator in
undertaking its activities.

The regulator’s net revenue resource requirements are largely funded by grant-in-aid
from its sponsor department. The capital expenditure is also financed through
grant-in-aid. The regulator is consequently not exposed to significant liquidity risks.

The regulator is not exposed to any interest rate risk. All surplus funds are
placed on deposit with commercial banks at the prevailing deposit interest rate.

The regulator’s exposure to foreign currency is not currently significant.



FRS 21, Post balance sheet date events requires disclosure of significant events that
have occurred after the financial year end which have an impact on the financial
statements. There have been no Post balance sheet date events at the regulator.

The regulator’s financial statements are laid before the Houses of Parliament
by the Secretary of State of the Department for Work and Pensions.

FRS 21 requires the regulator to disclose the date on which the accounts are
authorised for issue. This is the date on which the certified accounts are despatched by
the regulator’s management to the Secretary of State of the Department for

Work and Pensions.

The authorised date for issue is 29 June 2007.

Printed in the UK by The Stationery Office Limited
on behalf of the Controller of Her Majesty’s Stationery Office
ID5603553 07/07

Printed on paper that is chlorine free and manufactured from sustainable forests
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