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PENSION SCHEMES ACT 1993, PART X

DETERMINATION BY THE PENSIONS OMBUDSMAN

	Complainant
	:
	Mr R Smith

	Scheme
	:
	Teachers’ Pension Scheme

	Manager
	:
	Teachers’ Pensions


THE COMPLAINT  (dated 7 September 2000)
1.
Mr Smith complained of maladministration on the part of Teachers’ Pensions, leading to injustice including financial loss, in that his early retirement pension from the Scheme had been incorrectly calculated.  He also complained that he had suffered inconvenience.

MATERIAL FACTS

 AUTONUM 
Mr Smith was a lecturer at Hull College and was a member of the Scheme.  He retired on 31 August 1997, when he was 50.  On 31 May 1994 he had transferred to a post of lesser responsibility and, as part of that process, had reached an agreement with Teachers’ Pensions whereby his accrued retirement benefits earned before the transfer would not be jeopardised.  This was known as a stepping down award.

 AUTONUM 
A few weeks before he retired, on 5 August 1997, Teachers’ Pensions wrote to him confirming the stepping down award and saying:


“On your retirement a comparison will be made between the amount of pension and lump sum arising from the normal calculation of retirement benefits and the amount due using the alternative calculation detailed in leaflet 910.  The most favourable benefits will be paid.”


Leaflet 910 is referred to more fully in paragraph 9 below.

 AUTONUM 
On 18 August 1997 Teachers’ Pensions wrote to him to say among other things that:


“You should be aware that the more beneficial stepping down award will become payable when you reach the age of 55 and Pension Increase is applied to these benefits.”

 AUTONUM 
Mr Smith had anticipated that the benefits from his stepping down award would be payable immediately on retirement and, on 4 September 1997, he wrote to Teachers’ Pensions to tell them, asking for relevant information.  He wrote a reminder to Teachers’ Pensions on 11 November 1997 and finally heard from Teachers’ Pensions by letter dated 17 November 1997.  The letter said:


“We are unable to pay benefits on your stepping down calculation at this time as Pensions Increase does not become payable until you reach age 55 years.  The stepping down calculation without Pensions Increase is not more beneficial than the calculation based on your final salary of £20,829.95.


We are unable to predict the value of the stepping down calculation that may become payable on your 55th birthday, however, the benefits produced by the stepping down calculation at the time of your retirement (including pensions increase) were:


Annual Pension
£7519.76


Lump Sum
£22,559.31


Once you reach age 55 years then we will calculate the amount of Pensions Increase that will be due on your pension and lump sum.  The additional lump sum will be forwarded to your bank account and your annual pension rate will increase accordingly.”

 AUTONUM 
In February 2000 Mr Smith wrote to Teachers’ Pensions asking for a copy of the relevant regulations dealing with the timetable for payment of benefits arising as a result of a stepping down calculation and on 7 March 2000 Teachers’ Pensions replied, referring him to HM Treasury for the regulations and enclosing a leaflet entitled “A Guide to the Provisions for Increasing Your Teacher’s Pension”.  The Guide explained clearly that pension increases were, with certain exceptions, only paid to pensioners who were over age 55.  None of the exceptions applied in Mr Smith’s case.

 AUTONUM 
In March 2000 Mr Smith wrote back to Teachers’ Pensions asking again for a copy of the regulations relevant to the timing of the payment of additional benefits under a stepping down award.  Teachers’ Pensions replied on 12 April 2000.  The letter explained that pension increases would be added from his 55th birthday (26 August 2002) to the pension rights he had accrued to the date of transferring to a post of lesser responsibility.  Should the increased benefits deriving from the stepping down award, plus the benefits he had earned since stepping down, be greater than his actual retirement benefits, then additional benefits would be paid.  He was referred elsewhere for the regulations.

 AUTONUM 
Mr Smith complained under both stages of the Internal Dispute Resolution procedure but without success.

 AUTONUM 
Information about stepping down awards was provided for Mr Smith in Teachers’ Pensions publication, leaflet 910, entitled “Transfer to a Post of Less Responsibility – Protection of Accrued Pension Rights”, dated October 1996.  Note 1 on page 1 of the leaflet says:


“The arrangements in this leaflet will only apply if they are found to be to the member’s advantage when compensation is made at retirement with benefits calculated in the normal way.”

  
It seems probable that the word “compensation” was intended to be “comparison”.  The reference to “… calculated in the normal way” is of interest because the example to illustrate it, near the top of page 2 of the leaflet, is wrong.

 AUTONUM 
This is followed by a rather difficult explanation of the calculation method which the lay person, with application, may have been able to follow.  The explanation includes a reference to Note 2.  Note 2 includes the following:

   
“It is important to remember, however, that in the case of premature retirement no increase can actually be paid until the pensioner reaches the age of 55.  At age 55 both pensions would be increased to take account of pensions increase rates up to the member’s 55th birthday.


NO ARREARS WILL BE PAID.”

 AUTONUM 
In response to my office’s enquiries, Teachers’ Pensions wrote on 14 December 2000 that:


“The pensions increase is not paid before age 55 in cases where a teacher retires prematurely by reason of redundancy or in the interests of the efficient discharge of the employers functions, as Mr Smith did.  This is made clear in note 2 on page 3 of Leaflet 910 which Mr Smith received before making his stepping down election.  I appreciate our letter of 5 August 1997 may not have clearly spelled this out but the correct position was reaffirmed in our letter of 18 August 1997.


Mr Smith accepted the position when he retired in 1997 and did not raise the matter again until earlier this year.”

 AUTONUM 
In response to further enquiries from my office it emerged that Teachers’ Pensions had believed that Mr Smith’s complaint related to annual pension increases rather than the calculation of the stepping down award.  As soon as it became clear that the latter issue was the bone of contention, Teachers’ Pensions checked its calculations.  It discovered that, because of clerical error, the two elements of the stepping down award had not been added together when the comparison was made with benefits calculated on the normal basis.  As a result, Mr Smith had been paid the normal basis pension of £6,943.32 pa instead of the stepping down basis pension of £7,031.48 pa.  Similarly, he had been paid the normal basis lump sum of £20,829.95 instead of the stepping down lump sum of £21,094.44.

 AUTONUM 
Teachers’ Pensions offered Mr Smith its sincere apologies for the error and undertook to pay him the arrears together with compound interest.

CONCLUSIONS

 AUTONUM 
The clerical error by Teachers’ Pensions led to an incorrect comparison being made in the calculation of Mr Smith’s retirement benefits.  This led Teachers’ Pensions to make misleading statements to Mr Smith about his benefits.  Teachers’ Pensions made further misleading statements when it gained the impression that his complaint related to the calculation of pension increases.

 AUTONUM 
I note from the extract, quoted in paragraph 5 above, from Teachers’ Pensions letter to Mr Smith of 17 November 1997, that his final salary for calculating benefits on the normal basis was £20,829.95.  As indicated in paragraph 12, this figure was in fact his lump sum entitlement calculated on the normal basis. 

 AUTONUM 
Teachers’ Pensions has apologised and has undertaken to pay Mr Smith the arrears to which he is entitled, plus compound interest.  Nevertheless, the various errors were maladministration which led to underpayment of benefits and caused Mr Smith to suffered considerable inconvenience.  I make an appropriately modest direction.

DIRECTION

 AUTONUM 
Within 28 days of the date of this Determination, Teachers’ Pensions shall pay Mr Smith £100 in compensation for the inconvenience he has suffered as a result of its maladministration.

DR JULIAN FARRAND

Pensions Ombudsman

22 March 2001
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