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]
Dear I

Thank you for your email of 29 June 2022 to the Ministry of Defence (MOD), requesting the
following information:

“Thank you for sending me the latest version of 'Financial Redress for Maladministration
Guidance" dated 24/6/22. | note this only refers to simple interest to be calculated and it
posts dates the time frame (1997 - end of tax yaer 2021/2022)of my initial FOIA request
dated 28 March 2022 and is somewhat helpful, as it indicates an amendment at some
stage since 2008. But, please note in 2008 Compound interest was indeed paid to
veterans when arrears were over a ten-year period like in my case. Therefore, you must
please give me the information in the context of my FOI12022/05404 which shows when '
compound interest' ended and simple interest took over. This is important so | get the
correct interest | am due. Also, there would have been a calculator for ‘compound
interest' for periods over ten years as stated in my initial FOIA2022/05404 for the years it
was active - | still wish to receive these 'table factors once you ascertain the years
'‘Compound Interest' was active since 2008"

| am treating your correspondence as a request for information under the Freedom of
Information Act 2000 (FOIA).

A search for the information has now been completed within the MOD and | can confirm some
information in scope of your request is held.

I can confirm that the MOD ceased to pay Compound Interest to veterans in September 2016
and the guidance for Simple Interest payments was followed from this time. Please find below a
paper recommending the change, the agreement by the DBS Operations Board and
confirmation of the change endorsed by the Government Legal Department.

In response to your request for copies of the Table factors and Compound Interest calculations.
Under Section 16 of the FOIA | can confirm that the MOD retention period for documents which
have been superseded by a change has been exceeded. Please find below the only scanned
copies of the old guidance still held by MOD. Unfortunately, the quality of printing of these
documents is poor as they were hard copies of documents that had to be scanned. The
electronic calculator that was used to calculate Compound Interest was bought in from an
outside source and MOD therefore no longer has access to it.



If you have any queries regarding the content of this letter, please contact this office in the first
instance.

If you wish to complain about the handling of your request, or the content of this response, you
can request an independent internal review by contacting the Information Rights Compliance
team, Ground Floor, MOD Main Building, Whitehall, SW1A 2HB (e-mail CIO-FOI-
IR@mod.gov.uk). Please note that any request for an internal review should be made within 40
working days of the date of this response.

If you remain dissatisfied following an internal review, you may raise your complaint directly to
the Information Commissioner under the provisions of Section 50 of the Freedom of Information
Act. Please note that the Information Commissioner will not normally investigate your case until
the MOD internal review process has been completed. The Information Commissioner can be
contacted at: Information Commissioner’s Office, Wycliffe House, Water Lane, Wilmslow,
Cheshire, SK9 5AF. Further details of the role and powers of the Information Commissioner
can be found on the Commissioner's website at https://ico.org.uk/.

Yours sincerely

Defence Business Secretariat



2 Sept 16

Operations Board Members

Payment of Interest on Pay and Pension Arrears and Maladministration

Issue

1.

To consider the inconsistency of approach to the payment of interest on pay and pension arrears
and maladministration in operation across DBS.

Recommendation

2. The Operations Board Members are recommended to:
a. ENDORSE the instruction provided to Vets UK to move to payment of simple interest at
Bank Base Rate (BBR).
b. NOTE that there are additional restrictions on eligibility for payment of interest for Civilian
personnel, although the calculations are consistent.
c. AGREE that exceptionally HM Treasury approval should be sought for payment of
interest at compound rate on an individual case by case basis.
Timing
3. To be agreed out of committee to enable veteran payments on hold to be processed.
Background

4. Whilst reviewing cases referred for a decision on payment of interest, inconsistencies in

approach were identified between AFPS and WPS. In researching the policy and enquiring about
practices in operation for military and civilian personnel, the extent of the inconsistency was

identified and is detailed in the following table:

Reference Document

Rate of Interest

Compound or Simple
Interest Paid

AFPS General Interest HMRC repayment Simple — for amounts
Calculator. supplement rate — for owed within 6 years
amounts owed within 6
Origin unclear, undated years
RPI + 2% - for amounts Compound — for amounts
owed beyond 6 years owed beyond 6 years
WPS Financial Redress for Average Retail Shares Simple — when delay is
Maladministration Guide and Deposits rate less than 10 years
supplied by the Building
Origin — Issued by SPVA, Societies Commission. Compound — when delay
dated April 2008. Based is more than 10 years
on original document
issued by DWP.
Military No specific reference Bank of England Base Simple Interest.
Personnel document. Guidelines Rate (BBR)




Compound Interest is
only paid if HM Treasury
Authority is provided.

Service HM Treasury Bank of England Base Simple Interest.
Complaints Rate (BBR)

Exceptional authority
from HM Treasury for
Compound Interest.

Civilian MOD Statement of Civilian | Bank of England Base Simple
Personnel Personnel Policy — Pay Rate (BBR)
details and Enquiries, Only paid if
Chapter 6 underpayment

represents at least one
week’s basic pay and has
been outstanding for
more than a year

5. Managing Public Money provides the following guidance:

4.7.3. Where an organisation discovers an underpayment, the deficit should be made good as
soon as is practicable and in full. If there has been a lapse in time, for example caused by legal
action to establish the correct position, it may be appropriate to consider paying interest,
depending on the nature of the commitment to the payee and taking into account the reputation
of the organisation and value for money for the Exchequer as a whole.

A4.14.11. If a compensation payment includes an element because the person complaining has
had to wait for their award, it should be calculated as simple interest. The interest rate to be
applied should be appropriate to the circumstances and defensible against the facts. Some rates
worth considering are the rate HMRC pays on tax repayments and the rate used in court
settlements.

Personnel from Vets UK and Resources met with lawyers from the MOD Central Legal Services
team on 23 June to discuss the current practices operating in Vets UK and to seek guidance on
the legal aspects. Vets UK were advised by the lawyers to stop using their reference documents
and it was agreed that an instruction would be issued by RES-2-DH advising the approach to
adopt going forward. Following the meeting a number of points were clarified:

a. The rate HMRC pays on tax repayments is set at the Bank Base Rate

b. The rate used in court settlements (statutory rate) is currently 8%.

c. Members of the HMT Official Committee on Occupational Pensions are mostly aligned in
the payment of simple interest at the BBR.

RES-2-DH issued an instruction on 22 Jul 16 advising Vets UK that: AFPS/WPS should apply a
rate of 0.5% simple interest where the payment of interest is justified within the rules
(pension/pay/compensation arrears and maladministration); and there was no justification in the
current financial climate to pay interest at the statutory rate unless the Court awards it. This
direction is intended to make AFPS and WPS compliant with the guidance in Managing Public
Money and is supported by the lawyers.

A 3Cs item was submitted to the Operations Board in July regarding inconsistency of approach
but no outcome was received. Vets UK are aware that the item was presented and have
subsequently requested confirmation that the Operations Board is content with the instruction



that has been issued by RES-2-DH. In the meantime payments involving an interest element are
being held up by Vets UK until Operations Board confirmation has been received.

9. If the Operations Board is content to endorse the change it would ensure consistency across
DBS regarding the payment of simple interest at BBR. There would remain two variances:

a. additional restrictions on eligibility for payment of interest for Civilian personnel;

b. option of paying at compound interest rate for Military personnel and Service Complaints
subject to HM Treasury approval.

10. | suspect there is no imperative to seek to change the eligibility guidelines for Civilian personnel

but | believe the option of paying at compound interest rate might also be extended to all
categories subject to HM Treasury approval on a case by case basis.

DBS Resources Deputy Head



Hi,

| wrote a paper for the Operations Board which was issued out of committee on 2" September for
approval (attached). All responses to date agree the recommendation but 2 replies are outstanding:

Agreed by:

DBS-COO

DBS-Fin Hd

DBS-Hd Mil Pers

DBS Vets-Head

DBS Civ Pers-Pillar Head
DBS-CIO

No reply seen:
DBS-NSV-HEAD
DBS CPO-PeopleChange and DevHd.

Unless XXX disagrees, | think this is sufficient endorsement for you to proceed as laid down in the paper
(which is the direction | gave previously).

Regards,

DBS Resources Deputy Head



Dear all,
Thank you for the helpful meeting this afternoon.

In relation to financial payments made to compensate for maladministration, Managing Public
Money says (see A4.14.11):

“The interest to be applied should be appropriate to the circumstances and defensible
against the facts. Some rates worth considering are the rate HMRC pays on tax
repayments and the rate used in court settlements.”

| said | would look at the rate use in court settlements. By this | assume the guidance refers to
the awards made by courts rather than out of court settlements.

Courts have a discretion to award simple interest on the damages in respect of which judgment
is given or a payment made before judgment. Interest can be awarded for all or any part of the
period between the date when the cause of action arose and the date of the judgment, or in the
case of any sum paid before judgment, the date of the payment. E.g. see s.35A of the Senior
Courts Act 1981 in relation to the power of the High Court.

Simple interest is paid at the prescribed rate, subject to the rules of court. The current
prescribed rate of interest (known as the statutory rate) is 8% per annum: Judgments Act 1838
s 17. The statutory rate has not been altered since it was amended to 8% in 1993.

There are powers to award enhanced interest in limited circumstances, e.g. where a party has
unnecessarily prolonged litigation by refusing a formal offer to settle but ultimately fails to do
better than the offer by going to trial. This set out in Part 36 of the Civil Procedure Rules.

(The Law Commission recommended legislative changes in 2004 to allow courts to award
compound interest as a more accurate measure of the interest lost. However these
recommendations haven’t been adopted.)

Lawyer, Command, Discipline and Constitutional Law Team
MOD Central Legal Services, Government Legal Department
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I Ch«,ckthatarreirs are £100 or' more. ~ Paras 137 & 144 el
2 Check that period of defay exceeds relevant indicator. Paras 117 - 126 )

3 Chec.;k that maladminisﬁa@n ha§ OCCQ(_regl. . Para138

4 | If maladministration has occurred is the delay arising out of ~ Para 139

the maladministration significant

5 Apportion the arrears to the tax years in which they fell due.  Para 146, 147,

Appendices B and D
6 If the delay in payment of benefit has been less than 10 years ~ Appendix B

from either the date of claim or first contact, whichever is the
later, calculate the compensation as simple interest.

7 If the delay in payment of benefit has been 10 years or more  Appendix D
from either the date of claim or first contact, whichever is the
later, calculate the compensation as compound interest.

8 If it is necessary to recover any overpayments from the Paras 45 - 50, 148 - 152
compensation payment ensure recovery is completed before
the payment is issued.

9 Do not pay compensation if the result of the calculation is Para 144
less than £10.

You may find the examples in Appendices B and D helpful.
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CALCULATION OF INTEREST WHEN DELAY HAS LASTED
10 YEARS OR MORE

Example

£6.650 arrears due from 10 June 1986 to March 1991 were paid 31 October 1997.

Assign arrears to tax years:

1986/87 £1,220 (ie arrears from 10.06.86 - 05.04.87)
1987/88 £1,270 (ie arrears from 06.04.87 - 05.04.88 ctc.)
1988/89 £1,340

1989/90 £1,390

1990/91 £1.430 (ie arrcars from 06.04.90 - 09.03.91)

Total £6,650

2. Period of Indicator of delay runs from 10.06.86 to (09.06.87. Interest starts accruing from 10.06.87 (ic
from the 1987/88 tax year).

3. To provide for the payment of interest on the first year arrears(1986/87) from the end of the Indicator of
Delay, Appendix E is used(see Stage 1 below). Please note that where the Indicator of Delay ends within
the first year of arrears there is no Stage 1 calculation.

4. Interest for the tax years from 1987/88 is calculated using the factors in Appendix F(see Stage 2).

5 Interest for the final, incomplete tax year is calculated from Appendix G(see Stage 3).

Method

Stage 1 (interest from start of period to end of that first tax year)

Arrears trom 10.06.86 to 03.04.87 = £1.220
Interest from 10.06.87 10 05.04.88 = 10) months
Appendix E factor for 1987/88 = (.0491
Interest = £1,220 x 0.0491 x 10/12 == £49.92

See para 3 above for cases where the Indicator of Delay ends in the first year of arrcars.
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To ensure that interest of arrears for 1986/87 is compounded add the arrears and interest (from Stage 1) to the
arrears for 1987/88 and multiply by the Appendix F factor for 1987/88. Continue as in the table below:

1987/88 2539.92 05125 1301.71
(including Stage 1)

1988/89 1340.00 0.4412 591.21

1989/90 . 1390.00 0.3546 492.89

1990/91 1430.00 0.2726 389.82
Total 6699.92 - 2775.63

As the arrears were paid after April 1997 it is necessary to calculate additional compensation for the number of
months between April and the month the arrears were paid - ie October 1997. Add up all the arrears to the end
of the last complete tax year before the arrears were paid, in this example 1990/91, and to the total add the
amount of compensation arrived at in Stage 2.

Arrears to the end of tax year 1990/91 = £6,650.00
Compensation = £2,775.63
£9.425.63

The grand total is then multiplied by the factor from the relevant column in Appendix G and the amount
obtained is added to the compensation trom Stages | & 2:

£9,425.63 x 0.0220 (for October 1997 from Appendix G) = £207.36

Total Compensation = Stage 1 49.92
Stage 2 2,775.63
Stage 3 207.36
Compensation Payable £3,032.91
1 Arrears for the first partial tax year are treated as payable at the end of that tax vear, and the application of

the Appendix E factor calculates interest for a forward period from the start of the arrears period to the
end of that tax year only. The principle and interest then have to be compounded.

[89]

Arrcars for subsequent complete tax years are treated as pavable at the end of the tax vear in which they
were due and the application of the Appendix F factor for the tax years in which the arrears were due
calculates compound interest for a forward period from the end of the tax year in which they were due.
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1915/16
1916/17
1917/18
1918/19
1919/20
1920/21
1921/22
1922/23
1923/24
1924/25
1925/26
1926/27
1927/28
1928/29
1929/30
1930/31
1931/32
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The general rule for the indicator of delay of 3 times the secondary clearance target up to a maximum of 12
months is not reasonable for certain aspects of War Pensions work where the secondary clearance time exceeds
12 months. Therefore where the secondary clearance time exceeds 12 months the proposed indicator of delay is
the secondary clearance time plus 6 months to allow for normal processing:

Disablement First Claims 310 20
Disablement Subsequent Claims 310 20
Widows Claims 145 12
Assessment Appeals 550 31
Entitlement Appeals 550 31

Indicators Of Delay - War Pensions - From
2 April 2001

Type of case Delay Indicator (Months)
Disablement Claims 15
Widows Claims 12

Entitlement and Assessment Appeals 24






