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Police pension scheme: overpayments due to incorrect indexation of guaranteed minimum pension
Annex A:       Background to GMP overpayments

1.      In 2008 it became apparent that several public service pension schemes had been overpaying a minority of pensions because of the incorrect indexation of the Guaranteed Minimum Pension (GMP) element.  In some cases the overpayments go back several years.

Why did this happen?

2.      Public service pensions are contracted out of the State Second Pension (and SERPS before it).  To allow for this, there needs to be a way of ensuring that pensioners will be at least as well off in their occupational schemes as they would have been under S2P/SERPS. Between 1978 and 1997 the way this was done was to require the schemes to provide a Guaranteed Minimum Pension (GMP).

3.      Public service pensions are uprated in April each year in line with the RPI. Public servants tend to retire before State Pension age (SPA). The scheme pays for the all the uprating before SPA is reached but thereafter part of the uprating is paid with the State Pension, depending on the GMP. 

4.      To enable correct pension increases to be applied when an individual reaches SPA, the scheme or its administrator use GMP information supplied by HMRC. Investigations have revealed that schemes do not always have this information recorded and as a result have, in some cases, been applying a higher uprating than they should have done.

Source of the error and putting it right

5.      The precise source of the errors is not always the same for each individual. But the interaction between the State Pension system and occupational pension schemes is particularly complex, with a split responsibility for uprating. Hence it is vulnerable to error unless the procedures for passing information are robust. The process by which pension schemes receive GMP information is complex and is dependent on timely actions being completed by a number of organisations and individuals. The Department for Work and Pensions, HMRC, employers, pensions administrators, pension payroll providers and pension scheme members themselves all need to take action to ensure that schemes receive notification of GMP information at the right time so that they can apply the correct increase to individuals’ pensions. 

6.      It seems clear that the problem has no single cause.  Further work is required before we can be confident that the process, from start to finish, is working properly.  This will include a review of the process and policy for GMP uprating in public service schemes.

The extent of the problem in the police pension scheme

7.      Indications are that the public service pension schemes which are not administered centrally (the Firefighters Pension Scheme, the Local Government Pension Scheme and the Police Pension Scheme) are not affected by this problem to the same extent as the centrally-administered schemes because of the systems which they have in place to check an individual’s GMP entitlement.  Information provided by police authorities bears this out: many have reported that they have no pensioners who have been overpaid because a GMP record is lacking.  However, regardless of the procedures in place it cannot be assumed that there are no problems and police authorities which have not already done will need to carry checks to confirm whether they have any cases of overpayment.

Annex B:      Text of Written Ministerial Statement, Tuesday 16 December 2008 

Guaranteed Minimum Pension Calculations

Version: 16 December

1.      The Minister for the Cabinet Office (Mr Liam Byrne): My right hon. friends the Secretary of State for Health, the Secretary of State for Children, Schools and Families, the Secretary of State for Defence , the Secretary of State for Justice and I wish to alert the House to new checks which have uncovered a problem with payments to an estimated 5% of public service pensioners paid, by successive administrations dating back as much as 30 years, by the NHS, Teachers, Armed Forces, Judicial and Civil Service pension schemes, as a result of the incorrect indexation of an element known as the Guaranteed Minimum Pension or GMP.

2.      The problem dates back to 1978 when public service occupational pension schemes contracted out of the State Earnings Related Pensions Scheme (SERPS). As a condition of contracting-out members had a guarantee of a minimum amount of occupational pension. This GMP applied to those who were members of a contracted out scheme between 1978 and 1997 and who would otherwise have been entitled to SERPS. 

3.      Public service pensions are uprated in April each year in line with the Retail Price Index. The occupational pension scheme pays for all the uprating before state pension is claimed, but thereafter part of the uprating is paid with the state pension, depending on the GMP entitlement. 

4.      To enable the correct pension increases to be applied, pension scheme administrators need accurate GMP information derived from the individual’s National Insurance contribution record. Our investigations have revealed that in 95% of cases this information is correctly recorded. But, in some cases it is not. In those cases schemes have paid the annual increase on the full pension each year instead of on an amount adjusted to reflect the GMP entitlement. 

5.      The five schemes mentioned are administered by central government departments. Scheme administrators and HMRC have now checked more than 2 million pension records. 

6.      An estimated 95,000 people are currently affected across the five schemes. This represents around 5% of the total number of pensioners in those schemes. The total amount of overpayments made by successive administrations over the 30 years since 1978 to these pensioners is estimated at £126m. There are separate NHS and teachers schemes in Scotland and Northern Ireland and a separate civil service scheme in Northern Ireland. Separate statements are being made in respect of these schemes by the Scottish and Northern Ireland Executives today.  

7.      The advice of the Accounting Officers of the five schemes is that, it is unlikely to be cost-effective to attempt recovery of these monies from individuals. Correct pension payments will be ordered immediately from April 2009. This means that some pensioners will have their payments reduced and others will see increases in their payments in 2009 which are less than the annual inflation uprating.

8.      Scheme administrators for the five schemes mentioned have written to all those pensioners affected and will write again with full details in the new year.  Helplines to respond to their questions and concerns have been set up and advice and guidance has been placed on scheme websites. Support will include advising people to enquire what additional state benefits they may be entitled to.

9.      The causes of the overpayments have been investigated by the pension scheme administrators, HMRC and DWP.  There is no single cause. I have asked the National Audit Office to carry out a review of the end-to-end process to pin-point accountabilities, and the House will be updated further. 

Annex C:      Model letter to pensioners who have been identified as having been overpaid

Your police pension

In checking our records for police pensioners we found that we have been paying you too much pension for some time.  We apologise that this has happened.  

You are one of a number of people who are members of the police pension scheme and some other public service pension schemes who have been overpaid.  The Government has, exceptionally, agreed not to ask affected pensioners to repay the overpayments.  You need not worry, therefore, about having to pay money back to us.  However, I am sorry to have to tell you that we will have to correct your pension.   We will not do this until your first pension payment after the annual pension increase effective from 6 April 2009.

Unfortunately, due to the complex nature of the calculations, we cannot yet tell you how much your pension will be from 6 April 2009.  We understand that writing to you without giving you full details will cause you concern, but we decided that we have a responsibility to let you know of the problem as soon as we are able to do so.  

The reason for the overpayment

The problem is related to the way your Guaranteed Minimum Pension (GMP) should be increased each year after you started to get your State retirement pension.  The Home Office has produced a leaflet which explains in more detail why your pension has been overpaid.  We have included a copy with this letter.  

Next steps

We are sorry that we cannot give you more information at this time.  We expect to complete our work on recalculating all pensions by                       2009.  We will then write to you again telling you the effect on your pension.  

Further information

We understand that you may have questions about this letter.  You can contact us on, but please understand that we might not be able to give you more information than is contained in this letter until we have completed our calculations.  

Please accept our sincere apologies for this situation.  

Annex D:      Text of leaflet to accompany letter to affected pensioners

Your pension payments 

This leaflet explains the background to why you have been overpaid and why we need to reduce the amount of pension we pay you.

Both the overpayment you have received and the reduction in your pension are to do with your Guaranteed Minimum Pension (GMP) and the way we have applied pensions increases to it.  This is a complicated area, so please take time to read this leaflet.

What is a GMP?

A GMP is the minimum pension which an occupational scheme must provide as one of the conditions of contracting out for service before 1997. The Police Pension Scheme is contracted out of the Second State pension, previously known as State Earnings Related Pension Scheme (SERPS).  If you or your deceased spouse or partner had police service between 6 April 1978 and 5 April 1997, you will have earned a GMP.  

GMP is not a separate benefit paid in addition to your police pension, but the pension we pay you must equal or exceed your GMP.

HM Revenue and Customs work out the level of your GMP.  Your GMP comes into force normally when you ask for your State Pension to be paid to you.  (There are circumstances when the GMP comes into force at a later date but the effect on your police pension is the same).  

What is pensions increase?

The Pensions (Increase) Act 1971 governs the cost of living increases that apply to public service pensions.   We increase your pension each year to reflect rises in the cost of living.  The annual increase in public service pension is the same percentage as that applied to additional State retirement pensions and other Social Security benefits.  

How is pensions increase applied to my GMP?

We apply pensions increase to the whole of your police pension, including the GMP element, until your GMP comes into force.  At that point your police pension is paid as follows:

For service up to 5 April 1988

The Government will pay the pensions increase relating to the GMP you earned up to this date with your State Pension.

For service between 6 April 1988 and 5 April 1997 

We will pay increases on the GMP you earned in this period up to 3%.  In years when the increase is more than 3% the Government will pay the balance with your State Pension.
What effect does this have on the pension you pay me?

When your GMP comes into force the National Insurance Contribution Office (NICO) tell us the amount of your GMP.  We then adjust our records to reflect the fact that the Government now pays some of the annual pensions increase on the GMP element of your police pension with your State Pension.  The overall increase in your pension will however be the same.  
So why have I been overpaid?  

Unfortunately we have learned that the transfer of data to us was not always successful.  This meant that we were not able to take the necessary action to adjust the pension increase we applied to your GMP to reflect that an element of the pensions increase was now being paid with your State Pension.  

As a result, you have received increases twice; once from the Police Pension Scheme and again with your State Pension.  This means we are paying you too much pension.  Once we know of an error in a person’s pension we are obliged to adjust the pension to reflect their true entitlement from the scheme.  

Why must you reduce my pension?

The police pension and GMP arrangements are statutory.  We can only pay you the amount of pension that you are entitled under the scheme rules, increased each year under the Pensions (Increase) Act 1971 and Social Security legislation.  

Where we find that we are paying someone more than they are entitled to we must put the correct level of pension into payment.  You were paid more than you were entitled to because we had not adjusted the pension increase applied to your GMP, as explained earlier in this leaflet.  

Will I have to pay anything back?

No.  The Government has decided that pensioners affected by this problem should not have to pay back the amounts by which they have already been overpaid.  But we must correct your pension from 6 April 2009.

Annex E:       Lines for police authorities to take on public service pension scheme overpayments
1.  Impact on police pensioners

I have heard that some public service pensions have been overpaid.  Might this affect me?
Either:

No.  Some police pensioners are affected, but we have carried out checks and we know that no-one paid a pension by    police authority is affected.  You do not need to worry about this.

Or:

No. A small number of our police pensioners are affected, but you are not among them.  You do not need to worry about this.

Or:

I am afraid that you are among a small number of our police pensioners who are affected.  We have written to you to explain the position.  We will write to you again, telling you by how much you have been overpaid, as soon as we can.

Or:

It might, but I am afraid that we cannot give you a definite answer at this stage.  We are carrying out checks as a matter of urgency and we will write to tell you if you have been overpaid.  We do know that only a small minority of police pensioners are affected.

If I have been overpaid, will I have to pay money back?

No.  The Government has decided that pensioners affected by this problem should not have to pay back the amounts by which they have already been overpaid.  But if we find you have been overpaid we must correct your pension from 6 April 2009.

How are pensioners going to cope with the reduction in their pension when they have got used to a certain level – through no fault of their own?

We understand that any reduction in income is unwelcome, especially for pensioners.  However, we have a statutory duty to pay the correct pensions.  We are minimising the impact on the pensioner by not seeking recovery of the overpayment.

How many police pensioners have been overpaid?

Not all police authorities have carried out full checks and so we do not know at this stage.  The data we have suggest that between 1% and 1.5% of police pensioners might have been overpaid.  But this is a very rough estimate based on an extrapolation of existing figures and the real figure could be much less. Many forces have no cases of overpayment.

How does this compare with other public service schemes?

Around 5% of pensioners are affected in the five main affected schemes, namely the Armed Forces, Civil Service, Judicial, NHS and Teachers schemes.

How many pensioners paid by police authority in have been overpaid?

Either:

None.

Or:

X, which represents Y% of the total police pensions which we are currently paying.

Or:

We do not yet know for certain.  We expect the number to be low.

Some other pension schemes have already written to those affected: why cannot the Police Pension Scheme do the same?

Those schemes that have already identified which of their pensioners are affected, and have written to them, are the five main affected schemes: the Armed Forces, Civil Service, Judicial, NHS and Teachers schemes.  These schemes are administered centrally by a Government department.  The Police Pension scheme, like the Firefighters’ scheme and the Local Government schemes, are administered at local level – in the case of the police scheme, by one of the 43 police authorities in England and Wales.  We have not been in a position to act as quickly as the centrally-managed schemes.

You are writing to pensioners telling them that they have been overpaid.  Why can’t you tell them by how much?

We are still finalising the calculations and are not yet in a position to tell pensioners by how much their pensions will be amended in April.  We are working hard to get this information as soon as possible.

I have heard that police pensioners in Scotland will not have their pension reduced. Why is that?

For the Scottish Local Government, Police and Fire pension schemes, Scottish Ministers have a range of delegated powers.  They have decided to exercise those powers so that from April 2009 the amount of overpayment currently received will continue to be paid, though it will be frozen at the current level.  

2.  The nature of the problem

How did the overpayments occur?

Public service pensions are increased each year in line with the Retail Prices Index (RPI). The problem has arisen as a result of the incorrect indexation of an element known as the Guaranteed Minimum Pension or GMP. The occupational pension scheme pays for all the uprating before state pension is claimed, but thereafter part of the uprating is paid with the state pension, depending on the GMP entitlement.

To enable the correct pension increases to be applied, pension scheme administrators need accurate GMP information derived from the individual’s National Insurance contribution record. Investigations have revealed that although in the vast majority of cases this information is correctly recorded, in some cases it is not. 

A small proportion of pensioners did not have a GMP shown on their pension record which has meant that they received part of the increase twice: once with the occupational scheme and again with the State pension. The result of this is that some pensions have been overpaid.

How long have the overpayments been made?

This varies considerably from case to case but some errors date back to the time when the first people with service after 1978 reached state pension age. 

What is a Guaranteed Minimum Pension (GMP)

Public service pension schemes are contracted out of the State Second Pension (formerly the State Earnings Related Pension Scheme (SERPS)).  As such they are required to pay a pension that is at least equal to a Guaranteed Minimum Pension (GMP) for most scheme members who have service between 1978 and 1997.  

The GMP is based on earnings and National Insurance contribution records. In the vast majority of cases the value of the scheme pension is far greater than the GMP.  The GMP usually comes into force when the State pension comes into payment. It is not a separate benefit paid in addition to scheme pension benefits.

Who is to blame for the errors?  

The process relies on a number of parties.  We do not yet have a definitive answer to why the problem occurred but we do know that there is no single cause.  Scheme administrators have been working with other departments involved in the process, such as Her Majesty’s Revenue and Customs (HMRC) and the Department for Work and Pensions (DWP), to identify the cause of the problem and amend processes so that this should not happen again in future. 

Why has this problem only come to light now?
The problem came to light as a result of routine checks. The process whereby schemes get notified of GMP information is highly complicated but there was no reason to question that there were systemic flaws in the process.

Why did the routine checks not pick it up earlier?
The GMP system is particularly complicated; there are good reasons why someone may not have a GMP. So absence of a GMP does not in itself necessarily indicate a problem. 

What are schemes doing to ensure the problem does not recur?

All schemes are reviewing their procedures and putting in place measures designed to prevent this problem arising in future.  They will be implementing more detailed checking processes to identify those for whom there should have been GMP figures. In addition we have asked the National Audit Office to carry out a review of the end-to-end process of ensuring public service schemes have the correct data to enable pensions increases to be properly applied and to pin-point accountability.
End
