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State Earnings-Related Pension Scheme:
The failure to inform the public of reduced pension rights for widows and widowers

Executive summary

1 | Citizens should be able to rely on the accuracy and completeness of
information provided by Government departments. This is particularly true in the
case of pensions, where citizens need to plan ahead, and where, without reliable
information, they may make personal decisions that are not in their best interests.
Providing misleading information may also have very serious financial
consequences for the Government. This report examines how the Department of
Social Security's failure to provide correct and timely information about a single
provision in the Social Security Act 1986 will result in the loss to the National
Insurance Fund of billions of pounds of anticipated savings over the coming years.
The key events are summarised in Figure 1.

2 ] This is an extraordinary case, the resolution of which has required the
diversion of much ministerial and senior management time. On its own, itis a very
worrying lapse of normal administrative standards, and underlines the
importance of the Government's commitments in the Modernising Government
White Paper to deliver public services that are high quality and efficient. It also
raises a number of wider questions about important aspects of the way in which
the Department of Social Security deal with the citizen.

What went wrong?

The Department failed to publicise a change in the law
and gave misleading information to the public for more
than a decade

3 ] A key objective of the Social Security Act 1986 was to reduce the future
burden of the State Earnings-Related Pension Scheme (SERPS) - the current state
second pension - on the National Insurance Fund. This was to be done by
providing greater flexibility for people to contract out of the Scheme. The benefits
obtained from SERPS were to be gradually reduced to what were considered more
affordable proportions through a series of measures taking effect from towards the
end of the twentieth century. Latest estimates (at 2000 prices) show the cost of
SERPS reducing from £48 billion to £21.9 billion in 2030-31 as a result of the Social
Security Act 1986. Provisions contained in the Pensions Act 1995 further reduce it
to £14.1 billion in that year.
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m Key events 1985-2000

1985 Legislation Action by the Department Public awareness
August: The Social Security i .
1986 Act provides for the halving Septgmber. A Ieafllet' ina
of inherited SERPS from briefing pack pUb“.C'Smg th?
6 April 2000 1956 reforms mentions halving
of inherited SERPS
April: Revision of leaflet "Your
1987 Retirement Pension' (NP32)
does not mention halving of
inherited SERPS from April 2000
1989 April: New leaflet 'A guide to
Retirement Pensions' (NP46)
does not mention halving of
inherited SERPS
1995 -
March: During the debate on the
July: The Pensions Act April: Leaflet NP46 is revised to Eensmn? Il_BIH’da mem?ﬁr Of.th;.am
introduces further changes include the halving of inherited ouse ot Lords says there Is fittle
X O awareness of the halving of
1996 to SERPS. SERPS. Correct information is S )
available for the first time. inherited SERPS from April 2000.
November: A member of the
public asks the Department to
clarify the conflicting
information in versions of leaflet
NP46 before and after 1996. Its
significance is not recognised.
1998
October: Age Concern alert the
January: The Department Dep‘?r‘mer?t o f"%Ct e gtaff
1999 investigate and discover there are giving e Lol el 90
. L to citizens.
is a problem. A bulletin informs
staff of the halving of inherited
SERPS from April 2000. March: The Ombudsman
announces an investigation into
complaints that citizens were
— - misled by the Department about
June: Ministers tell Parliament inherited SERPS.
that compensation will be
offered to those who can show
| EYRMISET The_ e they were misled about inherited
AL RS o SERPS to their detriment.
prevents the automatic
halving of inherited SERPS
from April 2000, and
provides for options to
delay the halving to
inherited SERPS or to
protect the rights of those
misled. March: The Government
2000 announces a 2Y. year deferral of
the provision and a preserved
r|ghts scheme. March: The Comptroller and
Auditor General and the
Ombudsman report on the

results of their investigations.
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4 ] As part of the 1986 changes, the Government legislated to bring SERPS into
line with requirements for contracted-out occupational pension schemes to pay a
50 per cent survivors' pension, rather than the more generous state arrangements
whereby survivors could inherit 100 per cent of their partner's SERPS pension.
This change was deferred for fourteen years so that it would not take effect until
April 2000. The delay was to give those affected the opportunity to make
alternative financial provision to compensate for the effect of the reduction. If
implemented, this change would have had the effect of reducing by an average of
£20 a week the amount of pension a surviving spouse could inherit should their
partner die after 5 April 2000, rather than before.

B Government departments do not have a duty to provide information on
changes in the law, but where they do issue such material, they have a legal
responsibility to ensure that it is accurate and complete. However, for nearly ten
years from 1986, the change in the arrangements for the inheritance of SERPS was
not publicised adequately and, in particular, information was not included in
relevant leaflets until 1996. In addition, an unknown number of people were given
incorrect information about the provision by the Department in letters from, and
conversations with, staff between 1986 and April 1999. As a result, several
thousand people who have already retired, or are due to do so soon, believe that
they made decisions about their future pension provision based on incorrect
information about the statutory position after 5 April 2000.

How did it happen?

Details of a change in the law were not incorporated into
a leaflet in 1987 and the omission was not noticed until
1995

a The problem described in this report arose from a series of omissions and
misunderstandings about the nature of the change in the arrangements for
inherited SERPS. In particular:

B details of the change to the arrangements for the inheritance of SERPS
after April 2000 were omitted from a departmental leaflet when it was
published in 1987, even though the absence was noted when a draft was
circulated within the then Department of Health and Social Security. The
only explanations offered to us for the omission are that the provision was
overlooked altogether, or that staff finalising the leaflet considered it more
appropriate to place it in publicity material about widow's benefits.
Ultimately, it appeared in neither at this time;
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pensions leaflets were updated in the late 1980s and early 1990s, but the
overall accuracy and completeness of the whole documents do not appear
to have been considered, or the absence of the provision was not
considered significant. As a result, the inherited SERPS provision was not
publicised in official leaflets between 1987 and 1996, and the omission
gave a misleading impression of the size of the pension that a surviving
spouse would inherit, if their partner died after 5 April 2000;

the Department (and later the Benefits Agency) did not appreciate the
implications of not informing the public about the change from the time it
became law, even though it was not due to come into effect until 2000. For
more than a decade, many of the local office staff provided incorrect
information to the public because they were unaware of the position after
April 2000. Several thousand people believe they would have made
different choices about their pension provision had they known about the
halving of inherited SERPS;

the absence of publicity for the inherited SERPS provision was raised in
the House of Lords in 1995, during consideration of the Pensions Bill
Although the Benefits Agency updated their pensions leaflets as a result of
this, they do not appear to have appreciated the implications of the change
for citizens' forward financial planning, and thus the necessity for staff to
explain the position after April 2000 as well as the current arrangements.
As aresult, the Agency did not check that staff were aware of the provision
or consider whether the omission in the leaflet might have consequences
in the future; and

warnings in correspondence to the Department from two members of the
public (forwarded by their Members of Parliament) about the absence of
publicity prior to 1996 and the misleading effect of the information
provided by local offices, were not picked up by the Department, even
though these letters received ministerial replies in 1997 and 1998. Only
after the charity, Age Concern, wrote to the Department in October 1998
was action taken to assess the scale of the problem and rectify the
situation.
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What action have the Government taken since discovering the error?

The Department took powers to prevent the provision
taking effect and have announced a redress package

7 ] The Department's initial investigations confirmed that there was a
problem, and in January 1999 the Benefits Agency issued a bulletin to staff,
informing them of the correct position after 5 April 2000. Subsequently, the
Agency have issued seven further bulletins, designed to help staff handle enquiries
from the public. In addition, staff from the Department's headquarters and the
Agency reviewed all current benefits leaflets for accuracy and completeness, and
in August 1999, advised ministers that, as far as could be identified, all leaflets

were up to date and contained no incorrect or misleading information.

8 | During much of 1999 and early 2000 officials from the Department and the
Treasury examined options for a suitable redress package. In November 1999, an
amendment to the Welfare Reform and Pensions Bill, provided for the Secretary of
State for Social Security to postpone, modify, or dis-apply in certain cases, the
provision to halve the inheritance of SERPS. It also enabled the Secretary of State to
set up a scheme to determine who had been misled by incorrect or incomplete
information about the 50 per cent reduction, so as to ensure that the reduction will

not be applied in their, or their widow(er)’s case.

9 ] In March 2000, the Government stated that the provision would now be
delayed for a further 2% years and come into effect in October 2002. In addition,
they announced that they would set up a preserved rights scheme (to be known as
the Inherited SERPS Scheme) in 2001 to exempt for life those people able to satisfy
the Department that they have been misled about the rules for the inheritance of
SERPS, and took inappropriate action on the basis of wrong information. The
scheme will involve a national publicity campaign designed to draw attention to
the problem, and will invite applications from those who consider they may be
eligible. It will be operated by a private sector contractor.

Who has been affected?

Several thousand contributors to SERPS and their families
have suffered distress since finding out about the problem

E) The exact number of people given incorrect information will never be
known, but is likely to be many thousands. During 1999, members of both Houses
of Parliament raised their concerns about the distress caused to citizens as a result
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Many thousands of people
may have been affected

Source: Department of

Social Security

of finding out about the problem (because of the uncertainty as to whether they
could prove they had been misled, given the absence of any written record of
contact with the Department in many cases), and at the delay in resolving the
matter. Figure 2 summarises various ways in which people claim to have acted or
not acted as a result of the incorrect information that was provided.

_

These include those:

B who purchased an annuity with no or reduced survivor's benefits on the understanding that their
spouse would inherit 100 per cent of their SERPS pension;

B whose wife would have made their own additional pension arrangements, such as taking out a
personal pension, but decided this was not necessary;

B who would have contracted out of SERPS, but chose to stay in because they believed, on the
basis of mis-advice after 1986, that it had more generous survivor's benefits than other
arrangements;

B retired people who have taken financial decisions based on the assumption of full survivor's
benefits;

B who would have otherwise taken out additional life assurance and who are no longer able to
because of health and cost; and

B who would have saved more as a ‘nest egg' for their surviving spouse had they known about the
provision, but are now retired.

How much will it cost to put right?

The full cost of resolving this problem will be at least
£2.5 billion and probably considerably more

EEl The decision to defer the provision and establish a preserved rights scheme
comes after much consideration throughout 1999 and early 2000 by the Department
of Social Security, in consultation with the Treasury and other interested parties. The
aim was to design a means of redress best suited to meeting the needs of those
genuinely affected and one which avoided disproportionate cost.

EEl At this stage it is not possible to establish how much the package of
measures will cost, but it will be made up of three main elements (see Figure 3).
The first relates to the cost of providing 100 per cent inheritance for those who
become eligible (through the death of their spouse) during the two and a half year
deferral period. The subsequent cost of the scheme will depend on the number of
successful applicants. And the cost of administering the scheme may also vary a
little depending on the number of applicants.



The full cost of resolving
the matter will be made up
of the following elements
and will depend on the
number of successful
applicants to the scheme

Source: Department of
Social Security
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_

B The direct cost in terms of anticipated savings not realised due to the deferral of the legislation
until October 2002 (estimated at a gross figure of £2,500 million ™ between 2000 and 2050). This
is based on assumptions of how many people will become eligible before the end of the deferral

period

B The cost of payments to those eligible for preserved rights. This will vary depending on the
number of successful applicants. On one set of assumptions it is estimated at £5,700 million (@)
over 50 years, although it could be significantly more or less than this.

B The costs of administering a preserved rights scheme (estimated at £60 million over two years)

Notes: 1.
2.

Discounted present value of all costs

This assumes successful claims covering 30 per cent of potential total expenditure. The
actual figure will depend on how many people are successful in their application to the
preserved rights scheme.

Have the Department taken the necessary steps to avoid such

mistakes in the future?

EE]l We examined whether the Department have arrangements in place now to

ensure that a similar problem can not occur again. On the basis of our work we

consider:

the Department are now more aware of the risks associated with
provisions that do not come into effect for a number of years, and in the
case of another recent piece of legislation, have taken measures to ensure
that staff are aware of the legislation and publicity is given to the time lag;

there are systems in place for disseminating information throughout the
organisation, but there remain practical obstacles to clear
communications, in particular, as a result of the limited availability of IT,
and the archaic nature of much of what exists;

the new arrangements for ensuring that leaflets are accurate and
complete should help to clarify roles and responsibilities, and enhance
accountabilities, but have not yet been tested;

developments are taking place within the Department to extend the use of
systematic approaches to the project management for the development
and implementation of policy, which promise greater clarity of purpose in
planning and execution of legislation, and greater transparency in
accountability. These should help to ensure that everything that must be
done is identified and carried out; and
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B the use of risk management and assessment techniques in policy areas
has been inconsistent, although there are examples of effective use. This
areais also currently being developed by the Department, but more needs
to be done.

What have we looked at ?

We have examined the details of this case and the wider
lessons for the Department

EZl Against this background, this report examines:

B the events leading up to the decision to defer the legislation and to
establish a preserved rights scheme (Part 1);

B what action the Department of Social Security have taken since
October 1998 to deal with the problem (Part 2); and

B whether the Department now have effective arrangements in place to
prevent a repetition of these events (Part 3).

Full details of our research, which took place mainly between October and
December 1999, are at Appendix 1.

EE In undertaking the examination, we worked closely with the Office of the
Parliamentary Commissioner for Administration (the Ombudsman). The
Ombudsman has received 344 complaints on this matter and has investigated four
sample cases of alleged maladministration. The Ombudsman reported his findings
to Parliament in March 2000. We worked together in preparing the agreed
chronology of events in Appendix 2, and in doing so, have undertaken the most
extensive liaison between our two organisations to date. This is in line with the
recent statement of the Public Audit Forum that there should be greater
co-ordination between public auditors and other inspectorates. Our reports have
been published together to provide Parliament with a complete picture across the
range of issues arising from this case. A summary of the main conclusions in the
Ombudsman's report is at Appendix 3.



State Earnings-Related Pension Scheme:
The failure to inform the public of reduced pension rights for widows and widowers

E [naddition, at the request of the Permanent Secretary of the Department of
Social Security, we have extended our work to look in more detail at the processes
and procedures in place within the Department to avoid a repetition of the
problems described in this report. In doing this, we have worked closely with the
Department's Internal Audit Service.

In undertaking our examination we have taken account of
Modernising Government principles

EEd In undertaking our examination and making recommendations, we have
borne in mind the thinking set out in the Government's White Paper ‘Modernising
Government’ (Cm 4310). Of relevance to this examination are the chapters on
‘Responsive public services' and ‘Quality public services’. In particular, we note the
Government’s intention that:

B central government should provide clear and straightforward
information about its services and those of related providers;

B public services should be responsive to citizens’ needs and sensitive to
specific groups, of which an important one is older people; and

B administrative barriers and rules and regulations should not prevent
departments providing services, or get in the way of sensible
co-operation.

Conclusions and recommendations

EE] In the light of the events described in this report, we have identified a
number of areas where action should be taken, or where existing developments
within the Department should be completed as soon as possible. Making effective
improvements in these areas should help to ensure that similar events do not occur
again.

On overall organisational issues

EE] This case raises a number of questions about important aspects of the way
in which the Department of Social Security is administered. The handling of state
pensions requires the co-ordination of Benefits Agency staff in Leeds, Newcastle,
and within local offices, as well as staff in the departmental headquarters in
London. The problem that arose with inherited SERPS was able to happen because
of the absence of end-to-end responsibility and shortcomings in accountability for
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the management of pensions work. The case illustrates the potential for
misunderstanding and delay that can arise when a variety of different parts of the
organisation need to work together.

B Against this background, we consider that:

a) the Department should examine whether the current arrangements, in which
responsibility for pensions is spread between the departmental headquarters
and several parts of the Benefits Agency, are the most suitable, and whether the
handling of state pensions work is not so significantly different to the
administration of other benefits as to require more unified management;

b) the Department should recognise the risks associated with administering
complex pensions legislation, into which have been incorporated many
changes in the last fifty years. This should be taken into account when
considering the administration and resourcing of a system which impacts on
the lives of many millions of people; and

c) the Department must ensure that there is clear accountability for all their
operations, and that everyone involved is clear who has end-to-end
responsibility. This is particularly important where projects require
co-ordination between a number of parts of the Department, or with other
organisations. The Department should develop further the use of ‘Senior
Accountable Officers’, who are given responsibility for specific initiatives and
projects.

On providing the citizen with clear and accurate written
information

Bl The problem described in this report arose because the Department’s
leaflets were incorrect between 1986 and 1996. The Department estimate that
around 3 million misleading leaflets were issued during this period and were
available to the public in Benefits Agency offices, post offices and other public
places. There is no way of telling how many people read the leaflets, although it
should be noted that the misleading information would not have been relevant to
allreaders. Following discovery of the problem, the Department reviewed all their
benefits leaflets in 1999, and have developed new procedures for ensuring that
they remain up to date.

EZ1 Where the Department provide publicity about legislative changes, they
have a responsibility to ensure that the information is correct and not misleading.
We consider, therefore, that:
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a) the Department’s new procedures for ensuring the contents of leaflets are
complete and accurate should in the future be applied systematically to all
publicity material, including electronic sources. Although the Department are
responsible for the quality of their publicity, they should also consider how they
can engage pressure groups and other interested parties more in consultation
on the text of new leaflets and other publicity material. They should also ensure
that the new arrangements allow for the handling of ad hoc corrections notified
to the Department outside the regular review process (paragraphs 3.13-3.15);

b) particular attention should be paid to ensuring that information about changes
to legislation that do not come into effect for some years is included in publicity
material (paragraph 3.4);

c) given the potential consequences of incorrect and incomplete leaflets, this area
remains high risk, and we suggest that the Department’s Internal Audit Service
undertake a regular review to ensure that the new arrangements for ensuring
complete and accurate leaflets are being implemented effectively (paragraph
3.14); and

d) the current work to develop the information provided in state pension forecasts
(the means by which citizens are able to obtain a projection of what pension
they will receive at state retirement age, based on a series of assumptions), and
the amount of explanatory material accompanying it, should be progressed as
soon as possible as part of the wider improvements to the information about
pensions available to citizens (paragraph 3.37).

On ensuring staff are kept up to date with changes in
legislation

EE] Aswell as the absence of information on inherited SERPS in departmental
leaflets, many Benefits Agency staff were unaware of the change to the law after
April 2000. Most service organisations now take it for granted that staff will be able
to rely on IT systems as the basis for providing the public with information. The
Department’s responsibility to provide accurate and complete information to their
customers underlines the importance of staff having access to up to date
information about benefits which are, by their nature, complex. However, the
limited IT systems within the Agency’s local office network present considerable
obstacles to meeting the growing expectations of citizens.

11
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B In particular, we consider that:

a)

b)

c)

d)

e)

any piece of legislation with long lead times for the implementation of specific
provisions should be treated with caution and suitable planning undertaken to
ensure that the implications are understood. This may include a
communications strategy for the period prior to implementation, and
arrangements for bringing the matter to the attention of staff in a timely
manner (paragraph 3.4);

the Benefits Agency should review the adequacy of guidance about all benefits
available to their local office network to ensure that they are meeting the needs
of staff. As part of this, they should consider whether, in the current climate of
considerable change, they are overloading staff with too many individual
bulletins, and whether key manuals, on which staff rely, are updated frequently
enough. They should also examine whether the legitimate needs of the
end-users of guidance are taken into account sufficiently when considering the
content and form of communication (paragraph 3.8);

the Agency should examine whether arrangements for producing and
disseminating bulletins are sufficiently responsive to the needs of staff and the
demands placed on them by customers, particularly where the issues involved
are sensitive (paragraphs 3.8-3.9);

the very limited availability of IT within the Agency’s local office network
(discussed in more detail in the Comptroller and Auditor General’s report on
‘Government on the Web’), and the archaic nature of much of what exists,
ensure that much of their work remains paper based, and that staff do not have
direct access to information in electronic form, including basic material such as
procedural guidance. The Agency should consider urgently how they can
develop their on-line information systems to ensure that information available
to staff is easy to access and up to date. One element of future arrangements
should be an intranet, which would provide, for example, the opportunity for
fast and consistent dissemination of information, and for discussion groups for
particular benefits, through which offices could exchange experiences and
warn of problems. This is currently being developed, but full roll-out will take a
number of years (paragraph 3.8);

the Agency should ensure that appropriate arrangements exist within local
offices so that when staff return to work after a period of absence, or from other
duties, they are updated on all key developments in their area of work. Where
necessary, this may require appropriate training to ensure that staff have the
skills and knowledge to pass on accurate and complete information to the
public (paragraphs 3.8-3.9); and
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f) the Agency musthave ways of monitoring the technical accuracy of information
provided to the public, and should re-examine the adequacy of their quality
assurance work, including for example, whether benefit could be derived from
well focused ‘mystery shopping’ arrangements or the taping of a sample of
calls, both of which are used by many other organisations to monitor the
adequacy of information given to the public (paragraphs 3.10-3.11).

On responding to the needs of the public

B The Department of Social Security receive more than 11 million letters a
year from the public. In dealing with them, the Department must reconcile the
expectations of customers for a personalised service, with their organisational
capacity to do this. In the case of inherited SERPS, the Department have received
more than 3,500 letters during 1999, often from customers who were distressed
and concerned about the adequacy of the provision they have made for their
partner. Although these people received a standard holding reply, they have not
been advised subsequently of developments. This is despite the fact that in
November 1999 the Government took powers in the Welfare Reform and Pensions
Act 1999 to ensure the halving of inherited SERPS provision did not come into
force in April 2000. The Department advised us that a follow-up letter was
considered in November, but the decision was taken to wait for the ministerial
announcement on the redress package, which at that time was expected before
Christmas.

Ed We consider improvements could be made to the handling of contact with
customers, especially in cases where people believe they have been misled by the
Department. In particular, we consider that:

a) where large numbers of complainants contact the Department, and the matter
cannot be resolved quickly, the Department should provide them with updated
information where significant developments have occurred towards resolving
the matter. While there may be issues around not pre-empting final decisions,
there should be a presumption in favour of satisfying legitimate concerns
within a specified timescale (paragraph 2.16);

b) practices for dealing with letters from the public vary greatly within the
Department, and many letters require co-ordination between several different
parts of the organisation. The way in which correspondence at all levels is
handled, and the procedures for ensuring the quality and accuracy of
responses, should be reviewed with a view to streamlining arrangements
(paragraphs 1.24-1.26);

13
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c) the Department should give serious consideration to the implications for
resources, training and public expectations of any shifts towards an advisory,
rather than purely information providing, role. Where the Department
consider they have a more limited role, they should ensure that this is made
explicit. This issue is particularly important as the Department are being
encouraged now, as part of the Modernising Government initiative, to be more
proactive in their dealings with the public, and, in some aspects of their work,
have appointed personal advisers (paragraphs 2.13-2.16, 3.10-3.11);

d) the Department should continue to develop the ways in which they provide
information about their services, ensuring that they take account of reasonable
expectations and needs of the public in the ways that they design and issue
information products, whether paper-based or electronic (paragraphs
3.16-3.17); and

e) the Agency should make full use of new complaints handling software, to be
introduced nationally in April 2000, which will enable local offices to record
complaints in a standard format, and allow them to be analysed in
predetermined categories and client groups (paragraph 3.18).

On the importance of having a systematic approach to
implementing legislation

EZd This case underlines the importance of having a systematic approach to
implementing Government legislation to ensure that everything that needs to be
done is done in a timely and accurate manner. Given the complexity of legislation,
the many internal and external stakeholders involved, and the need to ensure
proper accountability and end-to-end responsibility, it is important that there is
intelligent application of agreed project management approaches and techniques.
In particular, we consider that:

a) existing initiatives within the Department to develop the use of project
management approaches and thinking for the development and
implementation of policy should be pursued to a conclusion, and extended
where currently not in use. This work should be carried forward in a flexible
and non-bureaucratic manner, with a view to developing a common and
integrated approach to projects throughout the Department (paragraphs
3.20-3.22);

b) good practice from the past use of project management approaches to policy
development and implementation should be collected together and circulated
so that others can draw on the experiences of those who have successfully
applied particular techniques and practices (paragraphs 3.20-3.25);
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c) the Department’s Internal Audit Service should give increased attention to
reviewing procedures and practices in the field of policy development and
implementation, given the high risks attached to much of this work
(paragraphs 3.20-3.25);

d) the use of project management and risk management approaches for policy
development and implementation may be areas suitable for examination under
the peer review process being organised by the Cabinet Office, as outlined in the
Modernising Government White Paper (paragraph 3.25); and

e) at the end of the main phase of implementation of any policy initiative, a
depository of information on outstanding issues should be drawn up, formally
handed over to the relevant branch, and included in their work programme to
avoid tasks being forgotten. Responsibility for progressing outstanding work
should be assigned to named individuals. A consolidated record of outstanding
legislation and action needed should be maintained and reviewed regularly at
departmental board level (paragraphs 3.20-3.25).

On identifying and managing risks to the successful
implementation of departmental initiatives

B The example described in this report is an extreme case of what can
happen when a Department fails to carry out certain apparently routine actions.
This emphasises that risks to successful achievement of objectives can take many
forms, and that identifying and managing them is essential throughout the
implementation phase of a policy initiative. The Department have been developing
their risk assessment work, but need to push it further. In particular:

a) currentinitiatives within the Department to develop a rigorous approach to risk
management should be pursued and arrangements put in place to ensure that
risk assessment and management becomes a routine element of all policy
development and implementation (paragraphs 3.27-3.34);

b) ata projectlevel, risk assessment and management should encompass a range
of features, including that (paragraph 3.33):

B the risks to achievement in the timescale and budget available be clearly
identified from the start of the project;

B risks be treated as the responsibility of the top level board given the
potential impact on the project or on the use of resources;
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B the likelihood and impact of risks be analysed separately, and named
individuals be made responsible for mitigating them and reviewing
mitigation plans on a regular basis; and

B when mitigation plans are altered, this fact is reported to the Senior
Accountable Officer for the project, and recorded on a simple risk/control
matrix so that the impact of multiple, apparently minor, changes in
different areas can be seen and understood, and their combined impact
assessed and dealt with.

c) the recommendation of the Department’s Internal Audit Service that policy
option appraisals include a section on risks should be implemented (paragraph
3.29).

On the redress package

EE] The Government have decided on a two and a half year deferral of the
inherited SERPS provision and the establishment of a preserved rights scheme. We
will monitor progress of the scheme in the future as part of our on-going work on
the accounts of the Department of Social Security. In designing the scheme, we
consider it is essential that the Department carry forward their plans to:

B publicise the existence of the scheme as widely as possible in a range of
appropriate ways;

B consult as widely as possible with relevant stakeholders on the details of
the scheme and its operation;

B Duild in suitable checks to offer a strong chance of identifying fraudulent
applications;

B monitor thoroughly the risks to the successful implementation of the
scheme and manage them rigorously; and

B defer processing applications from the public until they are convinced that
the arrangements are ready.

They should also take account of the findings and recommendations contained in
the Parliamentary Ombudsman report (see Appendix 3).
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Part 1: How the problem arose

EBl This report examines how the Department of Social Security’s failure to
provide correct and timely information on a single provision of the Social Security
Act 1986 will result in the loss to the National Insurance Fund of billions of pounds
of anticipated savings over the coming years. It considers why the problem arose
and how the Department have dealt with it. This part considers the events that led
up to the Government’s decision to defer the provision (covered in Part 2), which
would have halved the amount of State Earnings-Related Pension that could be
inherited. It covers the period from 1986 to 1999. Inevitably, given the passage of
time, many files relating to this case have been destroyed in line with guidance
from the Public Record Office. In addition, staff interviewed have, not surprisingly,
found it hard to recollect actions which did or did not take place up to fourteen
years ago. This chapter is, therefore, based on the best evidence available at the
time our examination was undertaken.

The Department of Social Security are responsible for state
pensions arrangements

EBY The Department of Social Security are responsible for the development,
maintenance and delivery of the social security programme. As part of this, they
administer state pensions throughout Great Britain, including the State
Earnings-Related Pension Scheme (SERPS). Their role includes providing
information to citizens about pensions; calculating and awarding retirement
pensions; making payments to over 10 million pension accounts annually, and
arranging new pension payments for some 600,000 people each year; and
responding to enquiries from citizens about state pensions. In 1998-99 the
Department’s expenditure on retirement pensions and widows benefits totalled
£37 billion. Responsibility for the administration of pensions - which has changed
over the years - is shared between a number of parts of the Department of Social
Security situated in London, Leeds and Newcastle (Figures 4a and 4b).
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Figure 4a

The organisation of the administration of state pensions has changed since the 1980s

Organisation of Department of Health and Social Security
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Organisation of Department of Social Security Pensions

Benefits Agency:
arrangements since 1997
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systems

Department of Social Security HQ
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e support to ministers in the development,
explanation, maintenance and evaluation of State
Retirement Pensions policy

Over the period covered by this report the organisation of pensions management has changed. Until 1991, responsibility was
shared between the Department of Health and Social Security headquarters in London and a branch in Newcastle. In 1991 the
Benefits Agency was established, and set up Benefits Support Branch, with a number of sections. The section responsible for
pensions remained in Newcastle. At the same time, the Contributions Agency was established with responsibility for collecting
National Insurance contributions, (the Contributions Agency was subsequently transferred to the Inland Revenue in 1999). In 1997
Benefits Support Branch was divided into two separate units, now known as Development Branch for Pensioners, based in Leeds,
and the Operational Support Branch, which encompassed pensions activities in Newcastle.

Source: National Audit Office
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Figure 4b

Organisation of pensions work in the Department of Social Security during 1999

g Ty

-~ Headquarters in London
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Central policy —including
State Pensions Policy

-~ responsiblefor:
Central Benefits Management
within Directorates
including Development
Branch for Pensioners

responsible for providing
operational support and guidance
to District Offices and front line outlets
including the Operational

! Support Branch (pensions) !

13 Areas covering Great Britain
responsible for: administering
and processing over 20 different
social security benefits through over
400 Benefits Agency front line
outlets, including pensions

Directorate in Newcastle

responsible for:
administering and processing in Great Britain and
overseas pensions benefits centrally

Source: Department of Social Security

EE] The current pension system in Great Britain has been described as a
partnership between the state, employees and private pension providers. Figure 5
summarises the three tiers in the system. The Department’s role with regard to
state pensions differs in a number of respects from that when overseeing other
state benefits. Citizens can make choices about their pension arrangements,
whereas, for the most part, they receive specific benefits dependent on their
circumstances. The time scales are also different. Pensions require planning for
the future, whereas entitlement to benefits usually takes immediate effect. In the
field of pensions there are more explicit private sector comparators, whereas in
administering other benefits the Department have a monopoly role. Finally,
whereas means-tested beneficiaries do not have protected rights, SERPS
beneficiaries do.
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The three tiers of the
pension system

Source: Department of
Social Security

_

Voluntary private pension above
the compulsory minimum. Some
14 million workers make such
extra provision.

Voluntary A mix of state and mainly private
Provision pensions which are additional to
the basic state pension. Over
7 million people belong to SERPS,
10.5 million to occupational
schemes, and there are about
—— | 10 million personal pensions,
SERPS or Contracted including those held by self-
Out Second Pension employed people. The latter may
also have some residual
entitlement to SERPS.

The basic state retirement

) pension provides about a third
Basic Pension of all pensioner income and is
the largest single source of
support.

ERd The basic State Retirement pension is available to anyone who has reached
state pension age - currently 60 for a woman, 65 for a man - and has paid a
minimum amount of National Insurance contributions. The amount of Basic
Pension also depends on the number of qualifying years for which those
contributions were paid. Since 1978, employees who pay sufficient National
Insurance contributions have also earned entitlement to an additional pension
under SERPS.

EE] The State Earnings-Related Pension Scheme was established in 1978.
Unless a person contracts out into another pension scheme, it is a compulsory
second tier scheme for employees with earnings above a minimum threshold. It is
paid with the basic state pension from state pension age. In 1998-99 around 7.5
million people accrued some SERPS entitlements, and a further 5.5 million people
are in receipt of a SERPS pension. The average SERPS pension for people retiring
in recent years is £49 a week for men and £23 a week for women. At present, the
maximum is approximately £125 a week. In addition, many people who
contracted out of SERPS have some SERPS entitlement, earned prior to changes in
contracting-out arrangements in 1997. Amounts thus accrued are held in SERPS
accounts. On this basis, the number of people with some SERPS entitlements is
around 20 million, although for many this will be a small sum. The Government
are currently legislating to reform SERPS through the State Second Pension.
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The Social Security Act 1986 made changes to SERPS but delayed
their introduction until 2000

W

EEY One objective of the Social Security Act 1986 was to reduce the future
burden of SERPS on the National Insurance Fund. This was to be done by
providing greater flexibility in contracting out into Money Purchase Schemes, and
by additional incentives to contract out into a Personal Pension Scheme. The
benefits obtained from SERPS were to be gradually reduced to what were
considered more affordable proportions through a series of measures taking effect
from 6 April 1999. The Department estimated that these measures would reduce
the cost of SERPS in 2030-31 from £48 billion to £21.9 billion (in 2000 prices). An
additional objective was to bring SERPS into line with requirements for
contracted-out occupational pension schemes to pay a 50 per cent survivors’
pension.

In particular, the Social Security Act 1986:

B removed the ‘best 20 years’ provision, so that SERPS would be assessed
over an individual’s entire working life, rather than just their period of
highest earnings. This change is taking place gradually for people retiring
from 6 April 1999;

B reduced the accrual rate, so that SERPS would give a pension worth
20 per cent of relevant earnings, rather than 25 per cent. This reduction is
also being phased in, beginning for people reaching pension age in
2000-01; and (most significantly for this report)

B reduced, after 5 April 2000, the amount of SERPS that could be inherited
by a surviving spouse from 100 per cent to 50 per cent of the deceased
person’s entitlement.

EF] The changes to the arrangements for the inheritance of SERPS were
deferred so that they would not take effect for deaths and retirements until the turn
of the century. A delay to legislation of fourteen years was unprecedented at the
time. The purpose of this was to allow those affected the opportunity to make
financial provision for the impact of the reduction. The design of the first two
elements involved a degree of phasing-in. In contrast, the provision on SERPS

inheritance included a clear cut off date.
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The provision to halve inherited SERPS in the future was not
publicised adequately

EE)] Government departments do not have a duty to provide information on
changes in the law. However, where they do decide to provide such information,
they must take reasonable care to ensure that the information is complete and
accurate (Figure 6).

EBT) The intention to make changes to SERPS was publicised in the White Paper
‘Reform of Social Security - Programme for Action’ (Cm 9691), published in
December 1985. This was followed by the Social Security Act 1986, which was
debated in Parliament, and then published, following Royal Assent. During
consideration in the Standing Committee in the House of Commons the subject of
publicity for the changes to SERPS was raised. In response to questions, in
February 1986, the then Minister of State gave a commitment to publicise the
changes, stating that ‘We have every intention of mounting a major publicity
campaign to herald the pension changes contained in the present Bill, should it

s

become an Act.....

m The Department have a responsibility to provide complete and accurate information

The Department do not have a duty to provide information on benefits or changes in the law.
However, when they decide to provide such information, they have a common law duty of care to
those likely to read the information that they publish in their leaflets and other literature, and an
obligation to take reasonable care to ensure that information is complete and correct. They can
expect members of the public to rely on it.

The Government recently emphasised the importance of providing accurate information for those
considering their pension arrangements. The 1999 Green Paper ‘Partnership in Pensions’

(Cm 4179) stated that, in making decisions about what is adequate provision for their future
‘People need better and more accessible information about state and non-state pensions. They
need to know where to get information and advice from sources they can trust.’

This has also been reinforced by the Benefits Agency’s Customer Charter, published in
November 1999. This Charter covers all benefits, and states that ‘When you deal with us by
phone, in person or by letter, you can expect to receive advice and information that is accurate,
clear, full and helpful.’

Source: Department of Social Security
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EBE} Initially, reference to the provision was made in published material. In
September 1986 the then Department of Health and Social Security leaflet
‘Reforming social security: Saving for Retirement Pensions’ was issued as part of
an information pack on the 1986 reforms. This explained correctly that ‘Widows,
and widowers over 65, will be able to inherit up to half their partner’s SERPS
pension, instead of up to the full amount. This particular change will not happen
until the year 2000 and so will not affect anybody widowed this century.” We have
not been able to establish how widely this was circulated.

EBE] [n addition, some unofficial sources accurately recorded the change. In
November 1986, the consumer magazine ‘Which’ published a supplement which
explained it. Pensions professionals also knew about it. For example, the Legal and
General Pensions Manual, published in 1991, explained the implications of the
provision, and would have informed the advice given by this firm.

EBE] In contrast, official leaflets covering pensions issued by the Department
between 1987 and 1996 failed to mention the change in arrangements for
inherited SERPS, although the two other SERPS provisions referred to in
paragraph 1.7 were included. At this time departmental guidance on pension
arrangements was provided in a leaflet known as NP32 (‘Your Retirement
Pension’), which was routinely included in claim packs issued to people reaching
state pension age. A draft insert to update this leaflet was circulated in November
1986 by the section in Newcastle responsible for procedures and instructions on
long term benefits to seven sections within the then Department of Health and
Social Security for comment, in line with the then standard quality assurance
procedures. A number of suggestions for changes and additions were put forward
by the section in London, including that reference be made to the SERPS

inheritance provision.

EBZ] Despite this suggestion, when the leaflet was reprinted in April 1987, it did
not refer to the arrangements for inheritance of SERPS after April 2000. The only
explanations put to us for this omission are that it was overlooked altogether, or
that staff concerned with finalising the leaflet considered it more appropriate to
include details in publicity material relating to widow’s benefits. If this was the
case, in the event, this was not done either. We have not found any documentary
evidence that enables us to conclude one way or the other about the cause of the
omission. The split responsibility for state pensions work between London and
Newcastle may have created communication difficulties, and increased the
possibility of errors occurring.
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The omission was not picked up during subsequent updating of

leaflets

EBE] The Department of Social Security update their publicity material
periodically, in particular, in the light of statutory changes. On several occasions
after 1986 the Department’s pensions leaflets were revised. In April 1989, another
leaflet, known as NP46 (‘A Guide to State Retirement Pensions’) was introduced.
Again, the inherited SERPS provision was not mentioned. It was revised several
times in the following years, for example, to reflect the abolition of the earnings
rule, and to take account of the consolidation of pensions legislation in the
Contributions and Benefits Act 1992 and the Administration Act 1992, but no
mention was made of inherited SERPS.

EB] The Department have estimated that some three million pensions leaflets
issued during this period failed to refer to the provision and were available to the
public in Benefits Agency offices, post offices and other public places. There is no
way of telling how many people read the leaflets, although for many the
information would not have been relevant. However, it is reasonable to assume
that even if only half of the leaflets were read, a great many people would have
been given an incorrect impression of the position on the inheritance of SERPS
after 5 April 2000.

Many Benefits Agency staff were not aware of the provision and
gave incorrect information to the public

24

EBEd As well as a lack of external publicity for the provision, it is clear that,
during the 1990s, many staff within the Department of Social Security were not
aware of it when they provided information to members of the public, either by
telephone, in writing, or face to face. This was despite the fact that the
Department’s leaflets advise customers to check with their local office if they
require more detail or up-to-date information about individual cases.
Consequently, when asked, an unknown number of staff in offices throughout the
country informed customers that they would inherit 100 per cent of SERPS from
their partner should they die from 6 April 2000.

EBT] [nJanuary 1988 background circulars were issued to all sections covering
retirement pensions and widow’s benefits. These gave information on the major
changes arising from the Social Security Act 1986, and included reference to the
SERPS inheritance arrangements. They also stated that amendments would be
made in due course to pensions standing instructions and the legislative manual
(the Pensions Law Code). Whilst the Pensions Law Code was correctly updated and
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circulated in August 1988, there is no evidence that the pensions instructions and
procedures were updated to assist in the processing of cases. They were then
replaced in 1989 by operational guidelines, which gave instructions only on how
current cases were to be processed.

EBT) It is impossible to know from when incorrect information was given out
because in most cases the records of contact between the public and the
Department are routinely destroyed in a fairly short period of time'. However,
documentary and anecdotal evidence suggests that it occurred in the late 1980s
and continued until 1999. The last known case of incorrect information on
inherited SERPS occurred in the middle of April 1999, when the Pensions and
Overseas Directorate wrote to a member of the public, advising that 100 per cent
inheritance would continue. This was three months after staff were given updated
guidance on the correct legal position.

EEBX) It is also impossible to know how many offices gave out incorrect
information, although it does not appear to have been all of them. In March 1999
the Benefits Agency reviewed what information a sample of 23 offices across the
country had provided. This found that in 14 offices staff would have provided
incorrect advice, and in one other, some, but not all, staff would have done so. In
another office, staff provided incorrect information until early 1998, when a
customer advised them of the change. Figure 7 illustrates a number of sources of
mis-information.

_

These included where a customer:

B wrote asking for their survivor’s position. The Department of Social Security’s reply did not mention
the change from April 2000;

B obtained a pension forecast and another source of information, such as a pre-1996 leaflet.
Because no mention was made to the position after 5 April 2000, the expectation of the customer
was that their spouse would receive 100 per cent inherited SERPS; and

B made a telephone call to a Benefits Agency local office or to Pensions and Overseas Benefits
Directorate and was given incorrect information.

Written inquiries to the Benefits Agency’s Retirement Pension Forecast Advice Unit and local offices are retained for a
minimum of 20 weeks. Telephone inquiries of a general nature are not recorded. Where specific information is given in
a telephone call that affects a benefits claim, this is recorded and kept for the same period as written inquiries.
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Discussion about delaying the provision in the debate on the
Pensions Act 1995 led to relevant leaflets being amended in 1996

26

EE3] [n 1995 the Pensions Bill was considered in Parliament. This made further
changes to state, occupational and personal pensions, including to SERPS. During
consideration in the House of Lords in March 1995, an Opposition amendment
was moved to phase in the reduction to inherited SERPS over a ten year period
between 2000 and 2010. The amendment was moved by Baroness Gould of
Potternewton, who stated that ‘My understanding is that there is little awareness
[of the provision] and that this measure is still going to come as a great shock to
many people when it happens.’ In response, the Minister of State explained that
the ‘reduction and alignment in the amount of additional SERPS pension which
can be inherited will not come as a surprise. As I said earlier, it was announced and
legislated for in 1986. 1 am sure that noble Lords will agree that 14 years is a more
than adequate lead-in period.” Subsequently, the amendment was withdrawn.

EEBZ) The absence of publicity was thus drawn to the attention of the Department
in 1995 in the course of this debate. Departmental officials who dealt with the Bill
advised us that they informed the Benefits Agency of the problem. Subsequently, in
April 1996, the Benefits Agency amended their leaflets on retirement pensions and
widow’s benefit to reflect the correct position. For the first time since 1986, official
literature (in the form of the NP46 - ‘A Guide to Retirement Pensions’ - which was
very detailed and primarily for use by benefits advisers) made correct reference to
the change to the inheritance of SERPS after 2000. However, another leaflet (PEC 3
- for use by the public), issued to publicise the 1995 reforms, was not as clear about
SERPS. Whilst it correctly reported the changes to SERPS to be introduced
after 5 April 2000 under the 1995 Act, the statement ‘if you are already getting a
SERPS pension, you will not be affected [by April 2000 changes]’ was misleading
unless the reader was clear that this did not refer to the changes arising from the
1986 Act. To add to this uncertainty, a response to a parliamentary question in
November 1998 stated incorrectly that the PEC 3 leaflet did refer to inherited
SERPS.

EEX] At this stage, although the relevant pensions leaflet had been updated, no
new guidance was issued to staff about the provision. It appears that no one within
the Department appreciated the significance of ensuring that staff were aware of
the provision, and the implications of the changes for citizens’ forward financial
planning. As a result staff continued to give out the wrong information. In 1999, in
giving her understanding of events, the Parliamentary Under-Secretary of State
commented that she understood that ‘[the comments in the debate in the House of
Lords in 1995 had] set alarm bells ringing in the Box; the officials noted it, but
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again nothing was done. The situation again failed to filter down to local offices for
reasons that we do not understand.” The Department failed to take action at this
stage which might have mitigated the consequences.

Concerns about incorrect information on inherited SERPS were
raised in correspondence from the public

EEBX] The Department of Social Security received over 11 million letters in 1998,
the most recent year for which there is full information. These may be handled by
the Department’s Policy Correspondence Unit, by the Benefits Agency’s
Parliamentary branch, by local offices, and central offices in Leeds and Newcastle,
or by a combination of these. Much of the value of correspondence to the
Department is that it can alert them to problems, although the volume of letters
received means that it may take a number on the same subject to do this. The
Department are not able to identify how many letters were received on the subject
of SERPS before they began to monitor the subject separately after the problem
with the inheritance provision was identified in 1998.

EEBX] However, two letters in particular referred to problems with incorrect
information, and received ministerial responses. Despite this, they did not alert
the Department to the problem. In Case 1 overleaf, a correspondent alerted the
Agency in 1996 to differences between two sources of information he had received
from the Benefits Agency. His original letter received a response (see below), which
offered a very limited view of the Department’s ability to advise contributors to
SERPS of changes. Some 18 months after the correspondent first wrote, the
Agency recognised that had leaflets been updated earlier, the correspondent might
have acted differently, but concluded that they did not believe they had misled him.
No action was taken as a result of this case to establish whether there was a wider

problem.

EEBX] I[nasecond case, in May 1998 a second Member of Parliament wrote to the
Parliamentary Under-Secretary of State for Social Security about a constituent who
had been given incorrect information by the Benefits Agency in 1996. The reply
stated that the change to the arrangements for inherited SERPS had been
announced as far back as 1986. The letter also acknowledged that an experienced
member of staff at his local Benefits Agency office had dealt with the constituent’s
query, and had been unaware of the implications of the change in legislation.
When he had enquired at his local office again in 1998, the constituent was advised
of the correct position. Despite the warnings in this letter that even experienced
staff had no knowledge of the 1986 provision, no action appears to have been
taken, and no-one recognised the significance of the mistake.
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Case 1

In November 1996 a member of the public, Mr X, wrote to the Department seeking
clarification after receiving conflicting information from the Agency in conversations
and in published leaflets. He explained that he had taken out a single annuity for his
wife based on the information in the Department’s literature in 1990. In 1996 he
discovered that his wife could now only inherit half his SERPS pension. Mr X took the
matter up with his Member of Parliament, who wrote to the Department.

In April 1997 the Minister of State for Social Security responded to the Member of
Parliament. The letter stated ‘Mr X is concerned that he was not given advance
warning of the changes to SERPS. However, the circumstances which can affect
entitlement to benefit are many and can occur immediately or at some considerable
time in the future.

Itis not possible, therefore, at any given time to cover all eventualities which may result
in a change of an individual’s potential benefit entitlement. The variety of possible
circumstances and the time factor are such that it would be administratively both
impractical and expensive to periodically offer advice which would be genuinely
helpful to the individual. We do, however, make every effort to publicise significant
legislative changes and, of course, we give advice on individual circumstances when
asked to do so.’

In August 1997 the same correspondent wrote again, pointing out that the change to
SERPS had been legislated for well before he retired in 1990, but that the old
arrangements were still referred to in pensions literature until 1996. The matter was
brought to the attention of the Benefits Agency. In June 1998 the Benefits Agency’s
Benefit Management Branch acknowledged that if the leaflet NP46 had been updated
earlier the correspondent might have made different pension arrangements. They
concluded that they did not think they had misled the correspondent, but that it ‘could
be argued we could have updated the leaflet earlier than we did.’

A letter from Age Concern alerted the Department to the problem

28

EEBX] With the publication of revised leaflets in 1996, correct information was
now in the public domain. As a result, more people became aware of the provision.
In late October 1998, the charity Age Concern wrote to the Minister of State,
advising him that increasing numbers of people were contacting them, having
recently discovered that the amount of SERPS a widow or widower would inherit
depended on the date of death of their partner. Age Concern commented on the
lack of publicity given to the matter, and advised that, in addition, some Benefits
Agency offices were giving wrong information. Age Concern suggested that
‘although the Department of Social Security guide NP46... now points out that
SERPS for widows will be reduced from April 2000, it appears that most people
who are likely to be affected are unaware of the change.’” It was as a result of this
letter that the Department took action to examine whether a problem existed.
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Consequently many citizens were very concerned about the
adequacy of their pension arrangements

EEBX) When citizens became aware of the change to the arrangements for the
inheritance of SERPS, often as a result of newspaper articles in the spring of 1999,
many were very concerned about the adequacy of their pensions arrangements, as
evidenced in letters to Members of Parliament, and in letters and telephone calls to
the Department. Between April and December 1999 Benefits Agency local offices
received nearly 3,500 letters and more than one thousand telephone calls on the
subject. The Department also received nearly 1,400 letters from Members of
Parliament after October 1998, and over 800 letters from organisations and
members of the public after November 1998. In addition, Age Concern received
several hundred letters, and the Ombudsman received 344 individual complaints.

EEBX) Many of these letters were from people who had believed they had made
adequate provision for their spouse, but now feared that this would no longer be
the case. Some were able to provide written evidence of the advice they were given.
Others recognised that they might be unable to prove that they had been given
incorrect advice, because it had been provided by telephone or during a visit to a
Benefits Agency office. This heightened their concerns. Many people past, or close
to, retirement age recognised that they had little or no time to make alternative
provision. Figure 8 includes comments from five of the many letters sent to the
Benefits Agency by SERPS contributors. Details of six cases are in Appendix 4.

Figure 8
- Comments from five of the many letters sent to the Benefits Agency by SERPS contributors

B "If | had known of this swingeing reduction that would occur, my decision to continue to remain within the "Not Contracted Out" system would
most certainly have changed.. .| strongly feel that this situation is significantly worse than the mis-selling of personal pensions by Life Assurers
which has attracted so much adverse publicity and resulted in the payment of massive fines and hopefully compensation to the sufferers.”

B | understand the necessity for cuts to be made to prevent the cost of state pensions getting out of hand - but it is wrong, when the
goalposts were moved in this instance, that this was not clearly signalled from the time the decision was taken. My own experience
certainly bears out press comment that the Benefits Agency has been extremely evasive about this major change in widows
entitlements."

B "Had it been made clear in the forecasts from your agency that my SERPS pension would not be wholly transferred to my wife, | would
have made alternative arrangements for her. | appreciate that the Benefits Agency are not responsible for the legislation, but they are
responsible for clarity and honesty in their communications.”

B "In my opinion both governments have been deceitful in keeping this 'obombshell’ from the public. Had SERPS been operated by a
private provider, they would have been accused by the politicians of mis-selling pensions. The purpose of this letter is to make you
aware of my extreme concern on this matter, and gain justice not only for ourselves, but for all the thousands of other married couples
whose state pension rights will be sharply curtailed from April 2000.”

B "Had | been properly advised in 1992 | would have made compensatory financial arrangements to cover the loss of £1,822.60 per
annum my widow should receive.....| find this most upsetting.”
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Around the same time the Agency realised that the required
notification for changes to computer systems had not been made

30

EEX) New pensions legislation usually requires accompanying changes to the
Department of Social Security computer systems. The Pensions Act 1995
introduced a number of legislative provisions that would not take effect for some
years, and the Benefits Agency recognised the risk that computer changes needed
to support these provisions might not be introduced without some central
co-ordination. Many of the changes affected not only the Agency’s pensions
computer but also the Department’s new National Insurance Recording System
(NIRS2, which is now the responsibility of the Inland Revenue). The system
records all payments of National Insurance contributions, and produces individual
contribution records which form the basis of the calculation of state pension
awards, as well as awards of other contributory benefits such as Incapacity
Benefit, Maternity Benefit and Statutory Sick Pay.

EEX] The Agency drew up a summary of all outstanding computer changes that
would be needed in future years, and provided it to the contractors who operate
the National Insurance Recording System computer. Some changes were made
immediately, but the Agency also gave advance notice of further work to be
commissioned in future to cover later changes. These included changes related to
inherited SERPS, which required further requests by Agency officials responsible
for state pensions before implementation.

EEZY In October 1998 the Benefits Agency’s Long Term Benefits Business
Management team noted that no requests had been received from the relevant
sections for five pensions-related changes to NIRS2, and sought confirmation of
the need for them. The outstanding items included the inherited SERPS changes.
Two of the computer changes were to be introduced from April 1999, and two
more in April 2000. Such changes can take up to a year to process, and
consequently, emergency measures had to be taken to ensure that the relevant
changes were made to the NIRS2 system to reflect the halving of inherited SERPS.
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Conclusions about the causes of the problem and its implications

EEX] We believe that this case raises a number of important issues of considerable
significance to the work of the Department. These relate to how the Department:

ensure that their staff provide correct information
to the public both verbally and in correspondence;

> ensure that publicity material is accurate and
complete;

handle members of the public who consider they
have been misinformed;

legislation to ensure that everything that should be

I manage the development and implementation of
done, is done;

identify and manage risks to the successful
implementation of legislation; and

are developing the information they provide to
citizens about pensions.

These issues are examined in Parts 2 and 3 of this report. Part 2 considers the
immediate action taken in these areas after the inherited SERPS problem was
identified in late 1998. Part 3 examines the longer term action to ensure
arrangements are in place to prevent a repetition of such problems.

31



State Earnings-Related Pension Scheme:
The failure to inform the public of reduced pension rights for widows and widowers

Part 2: Action taken to deal with the
problem

EX] InPart1we described the problem that arose from the failure to inform the
public about the change in the arrangements for the inheritance of SERPS. This
part considers what direct action the Department of Social Security have taken
since the end of 1998 to deal with the problem. In particular, we consider the steps
taken to:

B ensure that staff were aware of the inherited SERPS provision;
B check the accuracy of all departmental publicity material;

B heighten awareness of the inherited SERPS provision amongst the public;
and

B provide redress for those affected.

On ensuring staff were aware of the inherited SERPS provision

EXZ] Thissection examines the action taken to ensure that local office staffin the
Benefits Agency provided correct information to members of the public.

In early 1999 the Department provided staff with details of
the correct legal position

EX] Inlate 1998, following receipt of the letter from Age Concern (paragraph
1.27), the Department investigated the state of knowledge amongst local Benefits
Agency offices about the arrangements for the inheritance of SERPS. This
confirmed that many staff did not know about the provision and were, therefore,
giving information based on knowledge of the current position alone. In his reply of
30 November 1998 to Age Concern, the Minister of State advised that ‘I share your
concern about the apparent lack of awareness of these changes and steps are being
taken by the Benefits Agency to ensure that all staffreceive comprehensive briefing
on this issue by the end of the year.’
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EXd Despite the initial aim of producing a briefing for staff before Christmas, the
Benefits Agency did not do this until 12 January 1999, when Pensions Bulletin
2/99 was sent out to District Office staff and to staff manning the Pensions Direct
helpline (which deals with many calls from pensioners). This was ten weeks after
the Department had received the letter from Age Concern. The Bulletin outlined
briefly the background to the legislative change and its effects, and recommended
that the contents be relayed to staff by supervisors during the weekly half hour
training session in local offices.

EX] Subsequently, the Benefits Agency issued seven further Pensions Bulletins
to update staff on the situation. A bulletin in February provided a line for staff to
take when questioned by the public, and another, issued shortly after, advised staff
to send a brief holding reply to any letters received on the subject and stockpile all
enquiries so that the appropriate follow up action could be taken. In mid-March a
question and answer brief was circulated to assist in dealing with enquiries, and
staff were advised to treat customer enquiries with ‘extreme sensitivity’. At the end
of March a standard letter was issued for use by staff, which explained that the
matter was being examined by the Department, and that customers would receive
a fuller response in due course.

EX] [n April, the Benefits Agency Chief Executive wrote to the Agency’s
Directors of Field Operations seeking assurance that all staff were now giving
correct advice on the subject of inheritable SERPS. This was provided later in the
month, when the Directors of Field Operations confirmed that staff were aware of
the contents of Pensions Bulletins, and were giving advice in line with them. We are
not aware of any cases of staff providing incorrect information after April 1999. In
November a further bulletin was issued to local offices advising them that the
Welfare Reform and Pensions Act 1999, which had received Royal Assent on
11 November, had included provision to postpone the change to inherited SERPS
and/or establish a scheme to protect for life those misdirected.

Some uncertainty about the inherited SERPS provision
remained after guidance was circulated

EXd Despite these efforts to ensure that staff understood the correct position,
some uncertainty remained within some Benefits Agency local offices about what
action to take (Figure 9). Extensive press coverage about the issue during the
spring of 1999 resulted in Benefits Agency offices receiving a large number of
enquiries from members of the public. Some offices considered that they had
insufficient information to provide adequate answers to people on what the
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Despite the efforts made
by the Benefits Agency

there was still uncertainty

about the issue amongst

some staff

Agency accepted was an emotive issue. Staff we spoke to commented that initial
briefing did not explain what line to take. Other offices appeared to be unsure as to
how queries should be handled.

_

B Staff to whom we spoke to in two of the offices we visited considered that they had insufficient
information on the problem with which to handle questions from members of the public during the
spring of 1999. The first bulletin on the inherited SERPS issue did not include a line to take and
later ones did not explain about the financial implications for advance planning so that some staff
did not understand the problem.

B |In March 1999 an office advised a member of the public that ‘You state in your letter that you were
given the wrong information by this office in October 1993. | can assure you that the information
given to you then was correct at the time. We were only informed of the changes to the inheritance
rules with regard to SERPS for Widows and Widowers in January 1999." This was not correct, but
was perhaps understandable given the lack of information in the guidance provided to staff about
how the problem had arisen.

B In early March 1999 it appeared that in some offices Benefits Agency staff were referring
customers to the contracting out section of the Contributions Agency, despite an expectation that
they should help customers with their queries themselves.

B On 14 April 1999 a letter was sent to a member of the public from the Pensions and Overseas
Directorate in Newcastle. This advised that 100 per cent inheritance would continue. This was
three months after the guidance was issued to staff. This was not correct.

B Atthe end of April 1999 there were some differing views within the Agency about how to deal with
correspondence about inherited SERPS. The Agency’s Pensions and Overseas Directorate
forwarded on correspondence to the Operational Support Division in Newcastle because they
considered they were responsible for policy matters. The Development Branch for Pensioners in
Leeds disagreed, taking the view that cases should be stockpiled locally.

On ensuring the accuracy of departmental publicity material

34

EX] This section examines what the Department did to review all of their
benefits leaflets in the light of the inherited SERPS problem.

The Benefits Agency reviewed all their leaflets to ensure
they were accurate and complete

EX] Inparagraph 1.22 we reported that the Benefits Agency had updated their
pensions leaflets in 1996 to reflect the inherited SERPS change. From that time
onwards, correct information with regard to the inheritance of SERPS was
included in published material, generally available to the public, and to advisers in
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Citizens Advice Bureaux. As a result, when the problem was identified in October
1998, there was no requirement to change specific references to inherited SERPS
in any leaflets.

EXI] However, the fact that problems had existed with one leaflet raised
concerns about the accuracy and completeness of the full range of Benefits Agency
leaflets. Consequently, in the light of the inherited SERPS problems, and in
response to ministerial and senior management requests for assurance that no
other problem cases could arise from inaccurate leaflets, staff from the Benefits
Agency and departmental headquarters policy managers reviewed all leaflets in a
systematic way.

EXE] The review, which took place in the summer of 1999, was designed to
identify any erroneous information that needed to be removed, and check whether
there was anything missing that needed to be added to leaflets. Departmental
solicitors carried out an audit of legislative changes already in place, but not yet in
operation, which would have an impact from 1999 onwards. Policy managers
reviewed all leaflets relevant to their area of responsibility to ensure that anything
arising from the Welfare Reform and Pensions Bill was taken into account, and to
identify any further sources of public information that might also need to be
reviewed.

EXE] Asaresult of this work, the Agency identified a number of minor omissions
and clarifications that were required, although none of the type that had led to the
inherited SERPS problem. They included the absence of cross referencing to
Disability Living Allowance in retirement leaflets, and two revisions relating to
Jobseeker’s Allowance to be incorporated later in the year. All changes necessary
are now being incorporated into relevant literature. In August 1999 senior officials
were able to advise ministers that, as far as could be identified, leaflets were up to
date and contained no incorrect or misleading information.

On heightening awareness of the inherited SERPS
provision amongst the public

EXE] This section examines what action the Department have taken to fulfil
ministerial promises made in early 1999 to heighten awareness of the change to
the arrangements for the inheritance of SERPS.

35



State Earnings-Related Pension Scheme:
The failure to inform the public of reduced pension rights for widows and widowers

36

The Department have been slow to raise awareness of
developments amongst those affected

EX¥] [nparagraphs 1.28-1.29 wereferred to the distress that had been caused to
members of the public by the confusion over the inheritance of SERPS. In response
to concerns raised by Members of Parliament, in February and March 1999,
ministers told Parliament that the Department were considering ways of
heightening general awareness of the SERPS provision. We asked the Department
what actions had been taken since then to advise the 3,500 people who had written
to the Agency since the end of 1998, of the powers taken in November 1999 to stop
the provision coming into effect in April 2000, as well as to heighten awareness
more generally.

EXE] The Department told us that they had sent holding responses to
correspondents explaining that the matter was being considered, but that in their
view it had not been appropriate to publicise the case further without having
decided upon a solution. In addition, work had been carried out to increase the
information about inherited SERPS available to the public by preparing an
explanatory leaflet to accompany the pension forecast (which is the means by
which citizens are able to obtain a projection of what pension they will receive at
state retirement age). However, this has not yet been issued, pending a resolution
of the inherited SERPS issue.

EXId We recognise that there are difficulties for the Department in providing
assurance to the public before they were able to announce a solution, and that this
is an exceptional case. We also acknowledge that there has been considerable
press coverage of the general issue, although only limited newspaper coverage, in
October 1999, of ministerial agreement to include a legislative change in the
Welfare Reform and Pensions Act. However, the Department have not yet advised
the 3,500 people who had written of the current position, and in December 1999
were still compiling a database of their details. An updating letter was considered
in November, but the Department decided to await a formal announcement of the
redress package which, at the time, was expected before Christmas. In our view,
greater effort could have been made to inform these correspondents that steps had
been taken to ensure the provision would not take effect in April 2000, especially
given the history of delay in resolving the matter.

EXE] [n addition, we are concerned that, for some time, there remained
inconsistency between the line taken in letters sent out from the offices of the
Benefits Agency Chief Executive and the Minister of State in December 1999 in
response to correspondence from Members of Parliament, and that taken in other
information issued on the subject of inherited SERPS. Although consideration was
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given to altering the letters, they continued, until 10 January 2000, to state that the
provision would still come into force in April 2000. This was two months after the
Welfare Reform and Pensions Act had received Royal Assent, ensuring that this
would not be the case, and six weeks after a bulletin to staff had emphasised that,
until one or other of the provisions of the Act had been implemented, widows and
widowers would continue to inherit 100 per cent of their late spouse’s SERPS
entitlement. The old line taken in these letters also contradicted the correct
information provided on television by the Minister of State in early December.

On redress for those affected

The Department have announced a redress package for
those affected

EXE] [n November 1999 the Welfare Reform and Pensions Act received Royal
Assent. Section 52 provided for the Secretary of State for Social Security to
postpone, modify or dis-apply in certain cases, the provision to halve the

inheritance of SERPS. It also enabled the Secretary of State to make regulations,
subject to the affirmative resolution procedure, to do one or more of the following:

B to provide for specified categories of widows or widowers to receive more
than 50 per cent of their spouse’s SERPS;

B to postpone the 50 per cent reduction from 6 April 2000 to a later year;

B to set up a scheme to determine who had been misled by incorrect or
incomplete information about the 50 per cent reduction, so as to ensure
that the reduction is not applied in their, or their widow(er)’s case.

This ensured that the provision to halve inherited SERPS would not come into
effect until one of these options came into force.

EX] [n March 2000 the Secretary of State for Social Security announced the
Government’s decision to set up a preserved rights scheme (to be known as the
Inherited SERPS Scheme) for individuals who had taken inappropriate action as a
result of being misled by the Department. He also announced that the
implementation of the inherited SERPS provision would be deferred for two and a
half years — until October 2002. This is to allow time for applications under the
scheme to be considered and processed before the change of the inheritance
arrangements. The scheme will require regulations to be introduced under section
52 of the Welfare Reform and Pensions Act 1999, which will be debated in both
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Houses of Parliament. The Department have stated that details of the scheme and
its operation will be subject to consultation with interested parties, both internal
and external. They intend that a private sector contractor will operate the scheme,
in the absence of spare resources within the Benefits Agency. This will be the
Department’s first experience of using a private sector partner to administer and
decide on entitlement.

EXX) The Department have announced that the scheme will have the following
key features:

B |t will be brought to the attention of those affected through a national publicity campaign.
B A helpline will be open immediately to provide information about the scheme.
B Eligibility criteria will include people who:

U are married

U have paid National Insurance contributions since 1978

U were misinformed after 1986

[ can demonstrate they acted on incorrect or incomplete information received from a
government department to their detriment

B |ndividuals will apply to have their rights to full inheritance of SERPS preserved, rather than receive
any payment.

B Those seeking preservation of their rights will complete an application form, which will ask for
information about how they received advice or information about inherited SERPS, when and from
whom. The form will also ask for details of what action they took.

B Decisions will be made on the basis of information given on the application form. The lack of
supporting documentary evidence will not mean that the application will fail.

B Applicants will be able to seek a review of the original decision, and appeal to an independent
tribunal in the same way as benefit claimants.

EXE3] The Government decided on a two and a half year deferral and a preserved
rights scheme on the grounds that it best met the objectives of being fair to those
misled. In coming to their decision, the Government considered other options,
allowed for under section 52 of the Welfare Reform and Pensions Act 1999. They
considered long term deferral of the provision for up to 14 years on its own, although
this was judged to incur disproportionate cost — estimated at more than £13 billion
between 2000 and 2050. Having opted for a preserved rights scheme, the Department
examined a number of variations on the combined deferral/preserved rights scheme,
with different start dates and periods during which claims would be taken, as well as
different lengths of the deferral period. The table below shows illustrative costings for
a number of these options (Figure 10) based on particular assumptions.
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Option Direct cost of Subsequent  Total cost” between
deferral compensation® 2000 and 2050

£m £m £m

7 year policy deferral 7,200 700 7,900
10 year policy deferral 9,900 600 10,500
14 year policy deferral 13,000 400 13,400

Option Direct cost of Preserved rights  Total cost” between

deferral scheme® 2000 and 2050

£m £m £m

1 year deferral and 1,100 6,100 7,200
preserved rights scheme

2> year deferral and 2,500 5,700 8,200

preserved rights scheme

Note 1 Total discounted present value of all costs.

2 Policy deferral option includes the cost of compensation to those who survive beyond the
period of deferral (assumed to be 5 per cent of the total SERPS accruals at stake from
this group) and claim under other arrangements.

3 For illustrative purposes, assumes successful claims covering 30 per cent of potential
total expenditure. A variation of 10 per cent in successful claims, for example, would
increase or decrease the costs by £1,900 million for the 2/ years deferral and preserved

Source: Department of rights scheme option.

Social Security

EX2Z} The Department consider that a preserved rights scheme is feasible,
subject to the volume of applications that must be processed. They believe that it
should provide a close match between those who were given incorrect or
incomplete information, and those who will receive redress. However, they also
believe that it carries considerable operational risks, which will need to be
managed carefully. These include uncertainty about the number of applications
they may need to handle, the need to protect against fraud and abuse of the
scheme, and the absence of suitable IT systems for the transfer of information,
which will require re-keying of details of all successful claims into the NIRS2
computer system. There will also be the need to manage the private sector
contractor, brought in to operate the scheme.

EXX] We will monitor progress of the scheme in the future as part of our on-going
work on the accounts of the Department of Social Security. In designing the
scheme, we consider that it is essential that the Department carry forward their

plans to:
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publicise the existence of the scheme as widely as possible in a wide range
of appropriate ways;

consult as widely as possible with relevant stakeholders on the details of
the scheme and its operation;

build in suitable checks to offer a strong chance of identifying fraudulent
applications;

monitor thoroughly and manage the risks to the successful
implementation of the scheme; and

defer processing applications from the public until they are convinced that
the arrangements are ready.

In his report on the inherited SERPS problem (see Appendix 3), the

Ombudsman has stated that

‘it will naturally be for Parliament to decide whether whatever
measures of redress are proposed by the Government are adequate. It
seems to me that the contribution which I can most usefully make will
be to offer my advice to Parliament on whether the proposed measures,
once their details are known, are in principle capable of remedying the
various categories of injustice consequent upon maladministration
which my investigations have identified.’

He also expresses the hope that any proposals will take account of:

his advice on where the burden of proof about whether or not a person
had been misled rested;

the fact that most of those misled by the Department or the Agency are
likely as a result to have decided that no action on their part was needed,
because they had been led to believe that a surviving spouse was secure in
an entitlement to full inheritable SERPS. Thus it would be wrong to
exclude those who took no action;

the fact that it will be difficult, and in some cases, impossible, for
claimants to demonstrate that they would have taken a particular course
of action had they been correctly advised; and

the fact that many people will have been misled solely by reading
inaccurate leaflets, and will have received no further wrong advice,
written or otherwise.
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Part 3: Whether the Department have
arrangements to prevent a repetition of the
problem

EX] In this Part we consider whether the Department now have effective
arrangements in place to prevent a repetition of the problems described in Part 1.
In particular, we consider whether arrangements exist to:

B ensure that similar problems do not occur with other legislation with long
lead times;

B communicate effectively with the Benefits Agency local office network
about changes in legislation and other important information;

B ensure that leaflets remain accurate and up to date;
M ensure that the Department respond to the needs of the public;
B manage the development and implementation of legislation;

B identify and manage risks to the successful implementation of legislation;
and

B provide information about pensions to the public.

On dealing with legislation with long lead times

e '  E®] A major contributory factor to the problem with the inherited SERPS
provision was the long lead time between the passage of the legislation and the
time the provision was due to come into effect. This section considers what action
the Department have taken with a similar provision contained in the Pensions Act
1995.
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The Department of Social
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Security have taken
measures to ensure that
staff are aware of other
legislation with a similar
time lag between the
passing of the legislation
and implementation

Steps have been taken to ensure staff are aware of other
legislative changes with long lead times

EX]  Recent pensions legislation has also included provisions that do not come
into effect for some time. Figure 11 below outlines the action taken by the
Department in the case of changes to the state pension age under the Pensions Act
1995, which will not come into effect until 2010. The arrangements provide for
guidance to staff and publicity over the coming decade. Steps will also be taken to
check whether staff provide the correct information to the public. Implemented
rigorously, such measures should help to avoid a repetition of the problems
experienced in the SERPS case.

_

The Pensions Act 1995 made changes to state pension age. There is a similar period of time between
the passing of the legislation and it coming into force as with inherited SERPS, with changes not due
to take effect until 2010. To ensure that staff are aware of the future changes now, the following action
has been taken:

B Bulletins have been issued with comprehensive guidance for staff.

B A project team has been set up to oversee the publicity over the next 10 years, including major
stakeholders from the Department’s Policy Group and the Benefits Agency.

B A communications strategy is being planned with a media campaign taking place in 2000.

B A ‘mystery shopping’ exercise to test local offices’ understanding of the guidance has been
undertaken. A further bulletin has been issued to give local offices immediate follow-up information
based on the results of this exercise.

B The Benefits Agency are considering the best means for maintaining staff awareness over the next
10 years.

EX] We consider all provisions with long lead times should be treated with
particular care, and plans put in place, covering the implications of the delayed
implementation; future publicity requirements and timings; reminder bulletins for
staff; and arrangements for monitoring awareness of the provision amongst staff.
Such arrangements should be considered and agreed upon when the work for a
particular piece of legislation is finalised.
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On communicating information to the local office network

EX] This section considers the arrangements in place to communicate key
information within the Department. It is based on work carried out with Internal
Audit staff at the Department and the Benefits Agency.

There are some practical obstacles to staff having easy
access to key information

EX] The Benefits Agency administer more than twenty different social security
benefits through a network of over 400 local offices (and have a presence in some
of the Employment Service’s 1,000 Jobcentres). These offices are supported by
central services, mainly based in Leeds, Newcastle and Blackpool. Additionally,
there are three Central Benefits Directorates based in Blackpool, Newcastle and
Washington, dealing with Disability Living Allowance, Retirement Pensions and
Child Benefit.

Staff throughout the Agency are kept up to date with key developments
affecting their work through procedural guidance such as benefit codes, circulars
and bulletins, as well as through training. Responsibility for preparing guidance
material and internal communications is shared between:

B the Communications and Customer Liaison Branch (part of the Benefits
Agency headquarters) - which has overall responsibility for internal
communication strategies;

M the relevant customer group within the Agency’s Directorates (in the case
of SERPS, the Development Branch for Pensioners), which is responsible
for providing detailed specifications for information ‘products’ such as a
bulletin for staff; and

B the Operational Support Branch - which is responsible for producing the
‘product’, co-ordinating delivery of procedural guidance, IT
requirements, training, accompanying forms, leaflets and draft letters.

Ex Along with the Department’s Internal Audit Service, we examined the
arrangements for ensuring that staff are kept informed of legislative and other
developments. On the basis of this work, we consider that, although there are
systems in place to disseminate information throughout the organisation, a
number of practical obstacles exist to clear communications within the Agency. In
particular:
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B the very limited availability of IT within the Agency’s local office network
(discussed in more detail in the Comptroller and Auditor General’s report
‘Government on the Web’), and the archaic nature of much of what exists,
ensure that much of the work remains paper-based. Many staff do not
have access to computer terminals, and many who do are only able to use
‘dumb terminals’, which simply allow them to raise and update customer
accounts on specific benefit computer systems. Most do not have direct
access to information in electronic form, including basic material such as
procedural guidance;

M staff receive a large number of bulletins on technical and work-related
developments, which they must digest. In the pensions area, for example,
there were seventy bulletins during 1999. Many staff do not receive
bulletins direct as they are sent to managers and nominated information

points, and many receive the information only verbally; and

B pensions staff make full and regular reference to their procedures guide,
but this is only updated annually, despite the number of changes
contained in the bulletins mentioned above. The pensions procedures
guide is not available on-line.

EX] Staff to whom we spoke stated that they would welcome greater warning
about announcements and other developments affecting their work. Although we
recognise there are issues around safeguarding confidentiality and informing
Parliament first, in the case of inherited SERPS, information had appeared in
newspaper articles and on television, resulting in queries from customers. Some
staff commented that when this happened they often knew less than the public,
although in December 1999 a briefing was issued at the time of a ministerial

appearance on television.

EXT] This case has also indicated the importance of the Benefits Agency
monitoring the accuracy of information provided to the public. In general,
business measurement systems within the Agency focus on measuring volumes of
applications processed and clearance times, rather than assessing the technical
accuracy of information. In the past the Benefits Agency made use of a ‘mystery
shopping’ assessment process, but dropped this in 1996 on the grounds of cost.
Work is currently under way to develop systems for the assessment of performance
against Customer Charter standards, which will include the technical accuracy of
advice.
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EXE] [n our view, the Agency should re-examine the adequacy of their
arrangements for ensuring the accuracy and completeness of information given to
the public. Many service organisations make use of well targeted ‘mystery
shopping’ or recording a sample of telephone calls for this purpose. Without these
or other arrangements, we do not believe that the Department can have assurance
that information has been cascaded successfully to front line staff.

On keeping leaflets accurate and up to date

EXE] Paragraphs 2.9-2.12 examined the immediate action that was taken to
ensure that other Benefits Agency leaflets did not contain errors of the kind
identified in the pensions leaflets. This section considers what arrangements the
Department have putin place to ensure thatleaflets remain correct in the future.

The Benefits Agency have devised new arrangements for
ensuring leaflets are kept up to date

EXE] Having established that the existing stock of benefit leaflets were accurate,
the Benefits Agency also considered how they could ensure that ongoing processes
for updating and revising leaflets were sufficiently robust to provide confidence
that information in them remained accurate. In the autumn of 1999 the
Department introduced improvements to the existing arrangements, which
officials considered had previously been implemented in only a ‘patchy’ way.
These are summarised in Figure 12.

EXP] The aim of the new arrangements is to re-affirm and clarify roles and
responsibilities for leaflets. Although they are not radically different from previous
arrangements, the Department believe that they should ensure that further
problems with leaflets do not occur. We consider the new system should enhance
accountability for publicity material, and will formalise further the process of
seeking comments from stakeholders, which should help to identify omissions or
inaccuracies. However, the accuracy and completeness of leaflets and other
publicity material remains a high risk area. The new system has not been tested
yet, and only time will tell whether the system helps to eradicate all problems. In
view of the importance of this matter, we consider that leaflets should be reviewed
regularly in future. In addition, we recommend that the Department’s Internal
Audit Service review regularly whether the new arrangements are being adhered
to.
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m The Department have revised their procedures for reviewing the content of leaflets

Key: CCLB - Communications and Customer Liaison Branch

CCLB maintain and circulate a schedule showing
when leaflets should be reviewed

Refer to relevant departmental Policy Group
(e.g State Pensions policy section)

Refer to the Agency’s Development
Branch for Pensioners

This triggers the
production process for
revision of leaflets
The Department’s Headquarters The Agency’s Development
State Pensions policy section identify Branch for Pensioners identify
other stakeholders other Agency stakeholders
and invite comments and invite comments

The policy section and Agency branch collate
comments and provide a joint response to CCLB

CCLB revise the draft leaflet and re-circulate it to policy
section and Agency customer group for further comments

This stage to apply
to the production

The Policy and Agency groups invite of new leaflets only

further comments from other stakeholders
and provide a joint response to CCLB

Refer to State Pensions r Refer to Development Branch for
to check CCLB prepare final draft Pensioners to checkl

Policy section consult other Agency customer group consult
stakeholders other Agency stakeholders
as appropriate as appropriate

Final draft “signed off” jointly by Policy manager and Head of Agency customer group

CCLB draw up final proof and carry out quality assurance checks

New leaflet printed (distribution to include copies for Policy Group and Agency customer group)

Source: Department of Social Security
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On responding to the needs of the public

EXE] The inherited SERPS case stems from the Department’s failure to
communicate effectively and accurately with the public. This section examines
how they are developing the provision of benefit information to the public, and
how they are developing complaints handling.

The Department are examining new ways of providing
information on their services

EXT] [n 1997 the Benefits Agency announced they would work to transform the
ways in which they offer benefit information to the public. Since then there have

been many initiatives including:

the use of helplines, for example for Winter Fuel Payments and the New
Deal;

revision of many of the Agency’s leaflets under ‘Project Access’ in order to

make the information more accessible;

the development of the Agency’s website to include some commonly used
leaflets and over 1,000 pages of information on benefits;

a national advertising campaign to encourage take up of working age
benefits, including advertising on television, radio and in women’s
magazines;

more proactive approaches to communication with the public. For
example, from October 1998 all lone parents in receipt of Income Support
with children aged over 5 years 3 months were sent the leaflet "New Deal
for Lone Parents", and invited to attend an interview with a personal

adviser; and

the establishment from June 1999 of a series of pilot ‘one-stop shop’
projects providing help, advice and support for clients to overcome
barriers to independence, such as lack of childcare or training. Known as
‘ONE’, this help is delivered by a partnership of the Benefits Agency,
Employment Service and local authorities.
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EXBEd Despite these developments, the accessibility of information on benefits
remains an area of concern for many people, not least those wanting to find out
about pensions. For example, a number of campaigning bodies remain unhappy at
the ending of the national free helpline service for information on any
benefit-related matter, and at the quality of service provided by telephone by
Benefits Agency local offices. Research for the Department has shown that older
people would welcome a more personalised and customer focused information
service. In addition, the Comptroller and Auditor General’s recent report on
‘Government on the Web’ concluded that the Department’s websites ‘provided
information within conservative and unimaginative designs which are rarely
refreshed or overhauled, and designed from the organisation’s viewpoint rather
than starting with users’ needs.’

The Department are introducing new complaints handling
software

EXE] During the course of our work, we asked how the Agency recorded and
monitored feedback from customers, and what use was made of this valuable
resource. Currently, each Area maintains its own database, and customer
feedback is recorded under a number of general headings. Analysis is undertaken,
but results are not pooled centrally to enable senior management to take a
strategic view. As a result, the Agency are unable to capitalise on this resource, and
potential early warnings of problems may be missed. The Agency are developing a
central database to record customer feedback, but there is still a long way to go. In
April 2000 they will introduce new complaints handling software nationally, which
will enable local offices to record complaints in a standard format, and allow them
to be analysed in predetermined categories and client groups. We believe full use
should be made of this facility as quickly as possible.

On managing future policy initiatives in a systematic way

— ==
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EXT] The problems outlined in Part 1 of this report highlight the importance of
having ways of ensuring that all necessary actions and risks are identified and
prioritised, and that they happen to an agreed timetable. This section considers
the wider developments within the Department to make use of project
management approaches for the development and implementation of policy
initiatives.
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The Department should build on the existing use of project
management approaches

EEXX) All Government departments are responsible for developing and
implementing legislation. By its very nature legislation is often complex and
impacts on a great many people, both within the department and outside. Pensions
legislation is particularly complex, involving a great many external stakeholders.
As we have seen, there may also be additional risks, including the fact that
provisions may not come into force for many years.

EEX] Departmental staff informed us that various approaches to managing the
implementation of policy work have been used over the years. Indeed, staff who
had been involved with the Social Security Act 1986 - the legislation at the centre of
this case - stated that a basic project management approach had been used on that
occasion, although they recognised that it had not been comprehensive and had
not included tasks for action after 1988. More generally, we were told that the use
of more formalised project management approaches for policy development and
implementation work within the Department has been patchy and inconsistent,
with the approach taken dependent on individual policy managers. In addition,
staff considered that there was some cultural resistance to the use of the language
and thought processes of ‘project management’.

EEZ) Despite this, a systematic approach to managing legislation has been
applied to specific pieces of legislation. Figure 13 summarises the Department’s
work on the Pensions Act 1995, which was the largest piece of legislation that they
have ever had to implement. In February 1999 the Department’s Internal Audit
Service reported favourably on project management of this piece of legislation.
Figure 13 overleafalso summarises the approach currently being implemented on
Bereavement Benefits, introduced by the Welfare Reform and Pensions Act 1999.
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The management of some

recent legislation has
been undertaken along

project management lines
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Source: Department of
Social Security
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The work on the Pensions Act 1995 was run using a relatively formalised project management
approach. This encompassed:

B A high level Project Initiation Document to cover all aspects of the initiation and ongoing
management of the legislation. This was designed to:

U ensure that all strands of activity were co-ordinated.

U all involved understood the objectives of the project and worked to the same overall goal.
U timely consultation took place.

U correct lines of communication between the responsible bodies were in place and working.
U control measures such as change control mechanisms, were implemented.

[ assurance could be provided that the project would be delivered.

U there was an audit trail of accountability.

B Project objectives outlined at each level from Government as a whole to individual agencies.
B Clear responsibilities for all parties and explicit success factors.
B |dentified milestones, critical path and key dependencies.

Legislation was passed in 1999 to introduce bereavement benefits, which, amongst other things,
provide payments for widowers. To handle this work:

B A project board has been established, chaired by the Department’s Policy Group, with all major
internal stakeholders as members, including communications and publicity experts. The project
board will oversee all issues in connection with policy, legal issues, communications, and
implementation.

B The Benefits Agency have set up a complementary Implementation Working Group to deal with
the operational issues.

B |mplementation is supported with standard project tools and documentation, such as a Project
Initiation Document, risk register, and issues log. The change will be tracked through to
implementation to ensure all aspects are covered.

EEX] As well as specific initiatives such as these, the Department have been
investigating how the intelligent application of systematic project management
approaches can be used for the development and implementation of policy. And
different parts of the Department have been involved in promoting project
management skills and capacity. In particular:

B in 1997 a senior official was appointed to examine the project
management approaches that could be developed within the Department.
Comprehensive guidance on project management has been produced,
and training developed and delivered widely;
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M in October 1999 the Department initiated an intensive review of project
management arrangements in order to make recommendations for
improving the control and accountability of projects. The review was
completed, as planned, by the end of 1999. A report was presented to the
Departmental Board in January 2000, and a set of actions to sharpen
control and promote good practice is being taken forward;

B in 1999 the Department’s Internal Audit Service reported on project
management and control with reference to policy areas. It stated that
action was continuing to improve systems of project management and
control within the Department’s Headquarters, although it noted that
‘sufficient time needs to be allowed to confirm the effectiveness of this
process in terms of improved practices, performance and outcomes
within HQ’; and

M in 1999 a policy support group for project management was formed. Its
proposed terms of reference include raising awareness of project
management issues amongst policy staff, and the commissioning of
specific guidance for policy makers.

EEZ] [n the light of the inherited SERPS case, the current initiatives to develop
and extend the use of project management approaches and thinking within policy
areas in the Department are particularly important. We consider that they should
be pursued to a conclusion, and then evaluated. In our view, such approaches
promise enhanced clarity of purpose in planning and execution of legislation,
greater transparency in accountability, and the likelihood that potential risks to
successful implementation are recognised. There remains much work to do, but
we support the efforts being made to pursue these developments in a flexible and

non-bureaucratic manner.

EEX] These developments reduce the risk of a repetition of the inherited SERPS
problem. They also tie in with a number of recommendations in the Report to the
Prime Minister from the Cabinet Secretary, arising from the meeting of Permanent
Heads of the main civil service departments, published in December 1999. In
particular, this report stated that departments had agreed to develop their
business planning processes, and ensure ownership of targets and accountability
for delivery of initiatives. The report also stated that departments will carry out
independent review of their business planning through peer groups or with
outside organisations. The management of legislation may be an area suitable for
examination in this way.
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On the use of risk assessment and management approaches
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EEX] This section examines the wider work being undertaken within the
Department to develop the use of risk assessment and management techniques to
ensure that threats to the successful implementation of legislation are identified
and managed.

This case illustrates the importance of identifying and
managing risks to successful implementation of
departmental initiatives

EEXd Risk can be seen as the possibility of something happening that may have
an impact on the achievement of a particular objective. Risks that may jeopardise
the success of policy initiatives inevitably arise in the work of Government
departments. They take many forms, including, for example, that a policy will not
be implemented on time, or that information technology will not be available to
provide support. Risks cannot be avoided altogether, and indeed, the Modernising
Government White Paper states that ‘Much Government activity is concerned with
managing risks’. It is, therefore, essential that they are identified and managed to
mitigate their effects.

EEX] In hindsight, in the case described in this report, it is possible to see that
there were risks that threatened the successful implementation of the legislation.
In particular, there was a risk that few people would be aware of the provision if it
was not publicised adequately. There was also the risk that staff would not be
aware of it if the guidance was not updated and their attention drawn to it.

EEX) Given the importance of managing risks to successful implementation of
policy initiatives, we examined to what extent risk assessment and management
are undertaken as part of policy development and implementation. Our overall
conclusion is that this area is currently being developed within the Department,
and that more needs to be done. To date, the use of risk assessment techniques in
policy areas within the Department has been inconsistent, although there are
examples that demonstrate effective use.

EEXT) Policy managers are encouraged to consider risk issues as part of their
annual planning process, and they are also expected to outline in submissions to
ministers the main risks to policy and programme objectives. Within the Benefits
Agency, risks to projects are considered by project boards as a standing item on
their agendas. More specifically, the Pensions Act 1995 provides an example of
where a systematic approach to the consideration of risk was undertaken. As part



The work for the Pensions
Act 1995 provides an
example of the systematic
identification of risk

Source: Department of
Social Security
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of the planning work for this legislation, the Department sought to identify areas
where the successful implementation of the project might be at risk and possible
actions to reduce or remove such risks. Figure 14 summarises the work
undertaken.

_

In January 1995 the project team issued a paper identifying areas where the successful
implementation of the project might be at risk and possible actions to reduce or remove such risks.
The risks considered related to:

the timing of the bill and its content.

the timing of implementation.

conflicts with policy initiatives of other departments.

understanding of existing law changes.

problems with the National Insurance Recording System computer.
insufficient funding available.

staff and accommodation.

operational problems in Department of Social Security Headquarters.
change of Government.

action by those outside Government.

insufficient public awareness.

other risks, including failure to identify all the risks.

The project support team maintained a risk register which was updated for each Policy Steering
Committee meeting and which rated risks and showed contingency plans for each of them. Work on
contingency continued throughout the project, and from early 1996 a separate group dealing with
risks and contingency met after each Pensions Policy Implementation Board.

EEXX] At a higher level, the Department are developing their work on risk
management, and a member of the Departmental Board has been appointed as the
official accountable for taking this work forward. It will include consideration of
the risks associated with the development and implementation of policy, and
ensuring that the various risk management activities across the Department are
co-ordinated effectively.

EEZ} We organised a workshop (see Appendix 1) in which experienced members
of staff from the Department of Social Security discussed the use of risk assessment
in policy work. In general, participants from the Department’s policy making area
believed that serious efforts were made to identify risks, assess their impact and
the likelihood of them arising. However, they considered that a systematic
approach was not always applied to documenting risks and that, although risk
registers were prepared, on occasions they were not always used as extensively as
they could be. In our discussions, staff from the Benefits Agency stated there was a
strong culture of risk-awareness within their part of the Department.
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EEE] As with the work currently under way to develop the use of project
management, we consider that the inherited SERPS case reinforces the need for
more systematic assessment of risks within the planning and management of all
policy initiatives, and for well developed means of managing and mitigating them.
We would expect to see the Department’s risk assessment and management
encompass a range of features including that:

B the risks to achievement in the timescale and budget available be clearly
identified from the start of the project;

B risks be treated as the responsibility of the top level board, given the
potential impact on the project or on the use of resources;

B the likelihood and impact of risks be analysed separately, and named
individuals be made responsible for mitigating them and reviewing
mitigation plans on a regular basis; and

B when mitigation plans are altered, this fact is reported to the Senior
Accountable Officer for the project, and recorded on a simple risk/control
matrix so that the impact of multiple, apparently minor, changes in
different areas can be seen and understood, and their combined impact
assessed and dealt with.

EXY] The management of risk is a key aspect of ensuring that projects provide
value for money, and the Government have emphasised the importance of
departments improving the way risk is assessed, managed and communicated. We
consider that risk management within the Department of Social Security may be
another area suitable for the kind of ‘peer review’, currently being developed by
the Cabinet Office. This would complement work that the National Audit Office are
currently undertaking on risk management. In particular, we expect to report on
the Department of Social Security’s approach to the management of risk
throughout the handling of the Benefits Payment Card project. This major
initiative to automate post offices and introduce a system to pay benefits by plastic
‘swipe card’ was cancelled in 1999. In a separate examination, we are looking
more generally at existing practice within Government with a view to drawing out
good practice in the management of risk.
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On developing information about pensions

EELE] At the heart of the inherited SERPS problem is the availability of clear and
accurate information about SERPS to contributors to the scheme. This information
is required so that people can make decisions about their future pension
arrangements. In undertaking our work, we examined what information is

available from the Department about SERPS.

The Government is committed to increasing public
understanding of pensions

EEX] Atpresent, the State Earnings-Related Pension Scheme offers relatively few
customer services. Although it is a pension scheme, there are no leaflets or
booklets dedicated specifically to informing contributors about its provisions, and
no annual statement of account, as might be expected from a private sector
scheme. This may have contributed to a very low level of public awareness of
SERPS, even amongst contributors. The Department do provide information on
request about individuals’ future pension entitlement through the state pension
forecast. This informs individuals how much retirement pension, including the
SERPS element, they have earned so far, and how much to expect when they reach
state pension age. But it does not provide information on spouses’ pensions or
survivor’s benefits.

EXEX] The Government have promised to increase the amount of information
available about pensions in order that people have ‘good information to help them
make informed decisions about the adequacy of their pension.” The Green Paper
‘A new contract for welfare: Partnership in Pensions’ (Cm 4179) states that, to

improve individual pensions information, the Government will:

B produce a clearer version of the state pension forecast, with a supporting
leaflet and an improved follow-up service for people who have queries by
spring 1999;

B determine the best ways to provide people with an automatic forecast of
their state pension entitlements and contributions record; and

B work in partnership with public and private pensions providers to
produce a combined forecast of an individual’s pension position - state,
occupational, personal and stakeholder.
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EXX] The revised version of the pension forecast and the supporting leaflet have
yet to be issued, pending resolution of the inherited SERPS issue. The Department
have confirmed that appropriate wording on this matter will be included in the
leaflet. The Department are piloting a combined state and occupational/personal
pension forecast, with employers and the pensions industry.
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Appendix 1: Methodology

In preparing this report we undertook a number of pieces of work. These

were designed to enable us to prepare a coherent chronology of events from 1986

to 1999; understand what actions had been taken in response to the identification

of the problem in 1998; and obtain the views of as many participants and

interested parties as we could in the time available.

Our work was undertaken between October and December 1999. In

particular, we:

undertook an extensive examination of files held by the Department of
Social Security and the Benefits Agency, relating to the Social Security Act
1986, the Pensions Act 1995, publicity arrangements, and related
pensions matters. Under existing legislation, Government departments
are not required to keep documents for unlimited periods. As a result,
much material relating to the early years covered by this examination has
been destroyed;

interviewed staff responsible for pensions matters between 1986 and
1999. In some cases the interviews were conducted jointly with a member
of staff from the Office of the Parliamentary Commissioner for

Administration.

visited two Benefits Agency local offices (in Kingston, Surrey and
Stratford, East London), as well as the Pensions and Overseas Directorate
in Newcastle, to discuss with staff how they receive information about key
changes affecting their work, and ensure that it is understood and
accurately communicated to customers;

held a workshop of experienced policy makers and operations staff from
the Department of Social Security and the Benefits Agency to discuss how
project management and risk assessment and management approaches
are used, and could be developed further for policy work to reduce the risk
of problems such as occurred in this case;

interviewed senior officials at the Department of Social Security to discuss
the wider issues arising from this case;
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B worked with the Internal Audit Service of the Department of Social
Security and the Benefits Agency to draw on their knowledge of the
practices and procedures of the Department; and

B metwith staff from Age Concern and the Association of Retired Persons to
discuss the effect that this problem had on the many hundreds of people
who have contacted them about incorrect information, and to seek their
views on the wider issue of the adequacy of information provided to
pensioners by the Department of Social Security.

3 ] In undertaking the examination, we worked closely with the Office of the
Parliamentary Commissioner for Administration (the Ombudsman). The
Ombudsman has investigated four sample cases of alleged maladministration. We
worked together in preparing the agreed chronology of events in Appendix 2, and
in doing so, have undertaken the most extensive liaison between our two
organisations to date.
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Appendix 2: Chronology of events

July 1986

September 1986

November 1986

December 1986

April 1987

1987

January 1988

August 1988

April 1989

November 1989

April 1991

The Social Security Act provides for halving of inherited SERPS from
6 April 2000.

The Department of Health and Social Security issue a general leaflet “Reforming
Social Security: Saving for Retirement Pensions” which mentions the halving of
inherited SERPS from 2000.

The Department of Health and Social Security in Newcastle prepare draft revisions
to pensions leaflet NP32 “Your Retirement Pension’ and circulate it for comments.
One suggested revision is that the halving of inherited SERPS should be mentioned.

The Department of Health and Social Security in Newcastle send the final draft
revisions of NP32 for inclusion in the next issue of the leaflet. The halving of
inherited SERPS is not included amongst them.

Leaflet NP32 is published but does not mention the halving of inherited SERPS from
6 April 2000.

The Department of Health and Social Security issue leaflet NP34 “Your Benefit as a
Widow” which does not mention the halving of inherited SERPS from 6 April 2000.

Background circulars about changes arising from the 1986 Social Security Act are
issued to pension sections, including details of the halving of inherited SERPS. These
state that amendments to guidance manuals on pensions, widow’s benefits and
pensions law will be issued in due course.

The Pensions Law manual is correctly updated, including changes to inherited
SERPS, and circulated to local offices.

The new leaflet NP46 “A guide to Retirement Pensions” is issued. The absence of the
inherited SERPS changes is not picked up during preparation despite circulation for
comment.

The Department of Health and Social Security prepare a revision to leaflet NP46 to
reflect the abolition of the ‘earnings rule’ for pensioners, and circulate it to relevant

officials for comments. The absence of the inherited SERPS changes is not picked up.

The Benefits Agency is established.
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July 1992

March 1995

June 1995

July 1995

January 1996

April 1996

March 1997

April 1997

May 1998

July 1998

28 October 1998
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The Benefits Agency prepare revisions to leaflet NP46 to take account of the
consolidation of all pensions legislation in the Contributions and Benefits Act 1992
and the Administration Act 1992. The draft is circulated widely within the
Department for comment. The absence of the inherited SERPS changes is not picked

up.

In the House of Lords debate on the Pensions Bill, Baroness Gould of Potternewton
moves an amendment to phase in the reduction in inherited SERPS over a 10-year
period. She adds that there is little awareness of the change.

Departmental headquarters advise the Benefits Agency that leaflet NP46 needs
amending to mention the halving of inherited SERPS from April 2000.

The Pensions Act introduces further changes to SERPS.

The Department of Social Security issue leaflet PEC3 “The 1995 Pensions Act’ which
refers to some changes to SERPS from 6 April 2000, but does not mention the
change to inherited SERPS. The section on “Changes to SERPS” states that the way
SERPS pensions are worked out will change and that SERPS will be reduced as a
result. It adds “But if you are already getting a SERPS pension, you will not be
affected”.

Leaflets NP46 ‘A Guide To Retirement’, and NP45 ‘A Guide To Widows’ Benefit’, are
re-issued. They give brief information about the halving of inherited SERPS from
6 April 2000.

A Member of Parliament writes to the Department of Social Security on behalf of a
constituent, who claims that he has been misled by the Department, to his
detriment, about making financial provision for his wife, should he predecease her.

The Minister of State replies that “ We ... make very effort to publicise significant
legislative changes and, of course, we give advice on individual circumstances when
asked to do so”.

Another Member of Parliament writes to the Parliamentary Under Secretary of State
about a constituent, who was given incorrect information on inherited SERPS by the
Benefits Agency.

The Parliamentary Under Secretary of State replies, acknowledging that an
experienced member of staff dealt with the query, but was unaware of the
implications of the change in the legislation.

Age Concern write to the Minister of State saying that people are still being given
incorrect advice by Benefits Agency local offices.



3 November 1998

30 November 1998

12 January 1999

16 February 1999

22 February 1999

26 February 1999

February 1999 -
February 2000
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David Rendel MP asks the Secretary of State “ what measures have been taken to
publicise the halving of SERPS for widowers and widows whose spouse dies on or
after 6 April 2000; and when his Department’s (a) leaflets and (b) other literature
first referred to this change.” The Minister of State replies “The Department
arranged publicity about the Pensions Act 1995 with an advertising and direct
mailing campaign in the Autumn of that year. Information on the halving of the
Additional Pension from the State Earnings-Related Pension Scheme (SERPS)
featured in leaflet PEC3, “The 1995 Pensions Act”, which was part of this campaign
and available to the public until August 1997. The Benefits Agency supported this
campaign in Spring 1996 by issuing leaflet EQP 201, “Changes To Your Future”, to
answer simple inquiries about changes arising from the Pensions Act 1995. More
detailed information featured in leaflets NP46, “A Guide To Retirement”, and NP45,
“A Guide To Widows’ Benefit”, from Spring 1996 and remains there to date. Where
appropriate, other more general publicity and information on pensions and widows’
benefit also refers customers to these more detailed leaflets. The Benefits Agency
leaflets always advise customers to check with their local Social Security office if they
require more detail or up-to-date information about individual cases.”

The Minister of State replies to Age Concern that “steps are being taken by the
Benefits Agency to ensure that all staff receive comprehensive briefing on this issue
by the end of the year”.

Pensions Bulletin 2/99 tells Department of Social Security staff about the halving of
inherited SERPS in four paragraphs. It suggests that the contents are relayed to staff
by supervisors during the weekly half-hour closure.

The Sun newspaper features an article entitled “The Government gave out bad
advice for TEN years”, and invites readers who may have been given incorrect
pensions advice to complete a questionnaire.

In response to a question from David Rendel MP, the Minister of State states “We are
considering ways to heighten general awareness of the reduction from 100 per cent
to 50 per cent in the amount of SERPS which can be inherited by a surviving spouse
from 6 April 2000.”

Pensions Bulletin 13/99 tells Department of Social Security staffto send brief holding
replies to enquiries from the public, and stockpile details.

Newspaper articles describing the inherited SERPS problem appear in a number of

newspapers, including The Sun, Financial Times, The Times, The Daily Telegraph,
Sunday Telegraph and Daily Mail.
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11 March 1999

15 March 1999

24 March 1999

26 March 1999

29 March 1999

29 March 1999

30 March 1999

13 April 1999

13 April 1999

13 April 1999
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In response to a question from David Drew MP, the Parliamentary Under Secretary
of State states “We recognise that there is concern regarding the level of public
awareness about the reduction, from 100 per cent to 50 per cent, in the amount of
SERPS which a surviving spouse can inherit on or after 6 April 2000. We are actively
looking at ways of raising public awareness of this change.”

Pensions Bulletin 16/99 gives Department of Social Security staff a question and
answer brief which states that “Cases where it is alleged that a customer has been
given wrong information are considered under a Special Payments Scheme which
we have. However, a financial loss has to have occurred before we are able to
consider such a complaint”.

The Benefits Agency Chief Executive is advised by officials that, on the basis of a
survey, most local offices were unaware of the halving of inherited SERPS from
6 April 2000.

In response to a question about inherited SERPS from Rt Hon Frank Field MP, the
Minister of State replies “This issue is currently being given careful consideration.
We shall make an announcement in due course.”

Pensions Bulletin 18/99 tells Department of Social Security staff what to write in
brief holding replies.

The Parliamentary Ombudsman announces that he will investigate four sample
complaints that the Department of Social Security gave out misleading advice about
inherited SERPS.

David Rendel MP tables an amendment to the Welfare Reform and Pensions Bill to
reverse the halving of inherited SERPS from 6 April 2000.

Lord Rix asks an oral question in the House of Lords about halving of inherited
SERPS. The Parliamentary Under Secretary of State says that Baroness Gould
proposed an amendment in the committee stage on the 1995 Pensions Act, adding
“the officials noted it, but again nothing was done. The situation failed to filter down
to local offices”. Earl Russell says that Mr Rendel had an example of wrong
information given on 3 March 1999.

In response to a parliamentary question from David Rendel MP, the Minister of State
replies “We are making further inquiries and will make an announcement in due
course.”

Pensions Bulletin 20/99 tells staff not to use the question and answer briefin 16/99,
and issues a revised one, which says that the Department of Social Security hope to
resolve the issues as soon as they can.



14 April 1999

20 April 1999

28 April 1999
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The Benefits Agency’s Pensions and Overseas Directorate in Newcastle send out a
letter providing incorrect advice on the inheritance of SERPS - the last known
example.

The Sun newspaper prints a petition form for people to complete and return. It asks
the Prime Minister to contact all people who may have been misled by Department of
Social Security about SERPS, to offer them compensation.

The Parliamentary Under Secretary of State in the Lords asks officials why nothing
was done in 1995 to inform staff when the lack of publicity about the halving of
inherited SERPS came to light during an amendment to the Pensions Bill. Officials
are unable to provide an explanation.

Liberal Democrat Members of Parliament table an amendment to the Welfare
Reform Bill calling for SERPS changes to be postponed for a decade.

The Department of Social Security’s Permanent Secretary replies to the
Parliamentary Ombudsman regarding the four sample cases, enclosing a copy of the
Department’s history of events.

Pensions bulletin 28/99 reminds staff of the sensitivity of the changes to inherited
SERPS and its current high profile in the media, and issues a revised question and
answer brief which state that “the Government will be making an announcement in
due course”.

David Rendel MP tables an amendment about widows, including inherited SERPS.
The Minister of State tells MPs that ‘anyone who can show that they were
mis-advised and, as a consequence, have taken action to their own financial
detriment, will be entitled to compensation.’

Age Concern write to the Minister of State setting out legal advice which suggests
that the halving of inherited SERPS may breach Article 1 Protocol 1 of the European
Convention on Human Rights.

In response to a question from David Willetts MP, the Minister of State replies “We
are considering how best to resolve this matter and will make an announcement in
due course.”

Lord Higgins moves an amendment to the Welfare Reform and Pensions Bill about
compensation for widows and widowers not informed of the prospective halving of
inherited SERPS.

Lord Rix moves an amendment to the Welfare Reform and Pensions Bill to give

spouses of people whose contributions span the period 1978-1986 full inherited
pension rights.

63



State Earnings-Related Pension Scheme:
The failure to inform the public of reduced pension rights for widows and widowers

22 July 1999

16 September 1999

11 October 1999

25 October 1999

11November 1999

23 November 1999

2 December 1999

2 December 1999

3 December 1999

8 December 1999
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The Minister of State replies to Age Concern that the Department of Social Security
have taken legal advice and do not think that halving inherited SERPS breaches the
Article 1 Protocol 1 of the European Convention on Human Rights.

Age Concern write to the Minister of State to clarify that they consider that it is the
lack of publicity about the halving of inherited SERPS which is central to the
Convention violation.

Lord Rix moves an amendment to the Welfare Reform and Pensions Bill which is
accepted by the Government. The amendment enables the Secretary of State to
provide for SERPS widow(er)s to receive more than half their spouse’s pension, to
postpone the halving of inherited SERPS to a later date than 6 April 2000 or to set up
a scheme to protect the rights of those misled about the halving of inherited SERPS.

In response to a question from Paul Burstow MP, the Minister of State states “We will
make an announcement about SERPS inheritance provisions shortly.”

The Welfare Reform and Pensions Act 1999 contains a section (Section 52) which
provides for postponement of the halving of inherited SERPS to a specified later date
and/or the running of a scheme, where those able to prove misdirection or
misinformation will be protected for life from the new legislation.

Pensions Bulletin 63/99 tells staff about the effect of the Welfare Reform and
Pensions Act 1999 on changes to inherited SERPS and states that until one or both of
the possible options are implemented “widows/widowers will continue to inherit
100 per cent of their late spouse’s SERPS entitlement.”

The BBC1 Watchdog programme features an interview with the Minister of State in
which he confirms that as a result of the Welfare Reform and Pensions Act 1999, the
halving of inherited SERPS will not now take effect from 6 April 2000.

The Minister of State replies to a letter from a Member of Parliament regarding a
constituent’s enquiries about changes to inherited SERPS. The reply states “After
6 April 2000, widows and widowers would have been able to inherit only half of
their spouse’s SERPS entitlement.” The reply does not reflect the effect of the Welfare
Reform and Pensions Act 1999 on the halving of inherited SERPS.

Pensions Bulletin 66/99 gives staff a question and answer brief that states that
“Postponement means that the change will no longer take place on 6 April 2000. It
would come into effect at a later date, but this has not yet been set”.

The Chief Executive of the Benefits Agency replies to a letter from a Member of
Parliament regarding a constituent’s enquiries about changes to inherited SERPS.
The reply states “As you will know, after 6 April 2000, widows and widowers will be
able to inherit only half of their spouse’s SERPS entitlement”. This is nearly a month
after the passing of the Welfare Reform and Pensions Act 1999.
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In response to a question from Paul Burstow MP “to ask the Secretary of State for
Social Security when he will establish the consultation group on inherited rights to
SERPS for widows and widowers after 6 April 2000; and if this group will be
established before regulations made under the Welfare Reform and Pension Act
1999 are published”, the Minister of State replies “We will be making further
announcements on inherited SERPS shortly.”

Age Concern write to the Minister of State commenting on the options contained in
section 52 of the Welfare Reform and Pensions Act 1999, and seeking assurance that
the principle of preserving accrued rights will be adhered to in drawing up
regulations. They state that if such an assurance is not forthcoming they will
consider taking legal proceedings under Article 1 Protocol 1 of the European
Convention on Human Rights as a result of the continuing uncertainty.

The Department issue a revised letter to people enquiring about inherited SERPS
which states “I can confirm that our new legislation means that the reduction in the
amount of SERPS which can be inherited will not come into effect in April 2000. It
will be delayed until new legislative arrangements are put in place as part of our
solution. I hope that postponing the change will provide reassurance to those who
may otherwise have been affected.”

A research report published by the Department of Social Security finds that “people
are often unclear about the difference between the state basic pension and the State
Earnings-Related Pension Scheme (SERPS).

Two Members of Parliament propose an amendment to the Child Support, Pensions
and Social Security Bill stating that “The Secretary of State shall in regulations make
provision for the notification of additional pensions contributors of any changes to
the additional pension that will materially affect their entitlement”.
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1 | The Parliamentary Ombudsman deals with complaints from members of
the public that they have suffered injustice because of poor administration by
government departments and agencies, and other named public bodies.
Complaints must be referred to him by a Member of Parliament. If he decides thata
case warrants full investigation, he has access to all documents concerned. His
service is completely independent, as well as confidential and free of charge. The
Ombudsman is not a civil servant. He is appointed by the Crown and is responsible
to Parliament, reporting to the Parliamentary Select Committee on Public
Administration.

2 | In March 1999 the Ombudsman announced that he would investigate a
sample of complaints that the Department of Social Security gave out misleading
advice about legislative changes in the State Earnings-Related Pension Scheme. He
said that, through investigating a representative sample of cases, he would
establish the facts and, if he found that maladministration had led to injustice, he
would determine whether whatever action the Department might propose will
stand to remedy that injustice. In March 2000 the Ombudsman reported to
Parliament on ‘State earnings-related pension scheme (SERPS) inheritance

provisions’.

3 ] The chronology of events described in the Ombudsman’s report mirrors
that outlined in this report. In addition, the Ombudsman stated that:

B In her comments to me on the individual complaints I proposed to
investigate, the Permanent Secretary of DSS accepted that it was clear that
departmental leaflets produced in 1987 had contained incorrect
information about the changes to SERPS and had not been corrected until
1996. She readily accepted that that should not have happened
(paragraph 25).

B On 14 September 1999 I wrote to the Permanent Secretary, among other
matters outlining my preliminary thinking about redress for the
maladministration that on behalf of the Department of Social Security she
had already acknowledged. I said that individuals who claim to have been
misled or misdirected by information given by a department are normally
expected to provide some evidence that they have been misled into acting,
or failing to act, in a way that has been to their disadvantage. Only then is



State Earnings-Related Pension Scheme:
The failure to inform the public of reduced pension rights for widows and widowers

compensation considered. However, I questioned whether that approach
was tenable in the circumstances of the complaints being referred to me.
As 1 saw it, anyone who had read the relevant Department of Social
Security leaflets might reasonably claim to have been misled by them.
Whatever such a person then did or did not do, it seemed to me that the
burden of proof that he or she would not have acted differently had he or
she not been misinformed rested on the department. I therefore
considered that, whatever the approach the department decided upon in
order to make good the effects of their maladministration, it would need to
be capable of providing due redress on a global, rather than an individual,
basis. 1 also felt that any evidential hurdles pertaining to eligibility for
compensation should have regard to the principles concerning the burden
of proof which I had set out (paragraph 32).

B DSS have not been able to give any satisfactory explanation of why that
situation [the existence of incorrect leaflets and staff giving incomplete
information] went unrectified for so long. I consider the absence of any
reference to the forthcoming change to the SERPS inheritance rules in the
leaflets produced by DSS and then BA between September 1986 and April
1996 was a serious omission...In a key respect the statements in the
leaflets were incomplete, incorrect, and misleading. I strongly criticise
DSS for failing to make their leaflets on retirement pensions and surviving
spouses’ benefits sufficiently comprehensive and up to date in this
important respect following the enactment of the 1986 Act, and for their
repeated failure to do so until spring 1996 (paragraph 34).

B My staff’s scrutiny of departmental papers and interviews with relevant
DSS officials have produced no evidence that the fact that misleading
information was given to the public stemmed from an attempt on DSS’s
part to conceal relevant facts or to mislead. What was involved was a
simple oversight which has had very far-reaching consequences. That
oversight was not picked up, because adequate management
arrangements of a coherent and systematic kind were not in place to make
sure that all necessary administrative actions had been taken to secure
the full and timely dissemination of the provisions in the highly complex
1986 Act. Nor have I found evidence of any mechanism which would
provide such independent quality assurance of the legal, technical and
presentational aspects of departmental publicity as was necessary to give
effect to undertakings given by Ministers at the time about publicity for the
legislation (paragraph 35).
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Itis also a matter of concern that even after the need to amend the leaflets
was belatedly recognised in 1996, there was no immediate corresponding
recognition that the fact that the leaflets up to that point had been wrong
and misleading had widespread implications (paragraph 36).

DSS’s maladministration over the leaflets was compounded by their
failure to make sure that staff in local BA offices and at the pensions and
overseas benefits directorate in Newcastle were properly informed of the
forthcoming change and given appropriate guidance on how to deal with
enquiries from the general public. That too was a serious error. Worse
than that, the failure continued after the DSS leaflets had been put right in
the spring of 1996, so that some staff were still giving inadequate and
misleading responses to enquiries from the public up until April 1999.
Even after the issue had been raised by Age Concern in late October 1998
and in Parliament the following month, it was not until mid-January 1999
that BA issued a bulletin to all staff drawing their attention to the
forthcoming change in the SERPS inheritance provisions; and only in late
February were staff briefed on the line to take when dealing with
enquiries (paragraph 37).

It seems to me that the contribution which I can most usefully make will be
to offer my advice to Parliament on whether the proposed measures, once
their details are known, are in principle capable of remedying the various
categories of injustice consequent upon maladministration which my
investigations have identified. It will still, of course, be open to Members to
refer to me individual complaints to the effect that the scheme or its
application has not provided an adequate remedy for the complaint
(paragraph 40).

At this stage, I shall therefore do no more than express the hope that any
proposals will take account of what I told the Permanent Secretary about
the onus of proof. They will also need to take account of the fact that most
of those misled by DSS or BA are likely as a result to have decided that no
action on their part was needed, because they had been led to believe that
a surviving spouse was secure in an entitlement to full inheritable SERPS.
In view of that, it would be wrong to exclude from redress those who took
no action; and the proposals will need to recognise that it will be difficult,
and in some cases impossible, for claimants to demonstrate that they
would have taken a particular course of action had they been correctly
advised. The scheme should also, in my view, recognise that many people
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will have been misled solely by reading inaccurate leaflets, and will have
received no further wrong advice, written or otherwise, from DSS or BA.
They will need to be catered for in any proposals (paragraph 41).
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Appendix 4: lllustrative cases

Case A

B Mr A is 66. He paid into SERPS from 1978 to 1997. He receives about
£100 a week. In 1998 he telephoned the Benefits Agency in Newcastle to
check the position for his wife if she were to be widowed. He was told that
she would inherit all his SERPS. On the basis of this information he bought
an annuity which only provided a 50 per cent pension for his wife on his
death. After reading about the changes in the media he decided to
continue to work as he is concerned about his wife’s future financial

position.

Case B

B Mr Cjoined SERPS in 1978 and contributed until his retirement in 1989.
Knowing his wife would inherit the full SERPS he felt confident that he was
paying enough to ensure she would have a reasonable income if widowed.
He checked the position in 1992 and has a letter from the Benefits Agency
confirming that his wife would inherit 100 per cent of his SERPS if she
were to be widowed. He learnt about the planned change to SERPS in
1999. He points out that even if he had been informed of the change in
1986 there was insufficient time for him to make alternative
arrangements that would compensate for the changes.

Case C

B MrKworked in the financial industry, and his experience and knowledge
of pensions led him to believe that being contracted into SERPS was the
best option for him and his wife. On retirement he took the maximum
lump sum, which reduced the amount of his pension and any widows
pension, but he did so in the knowledge that his wife would be able to
inherit 100 per cent of his SERPS. Having read about the changes in the
papers he is now concerned that his wife might have to rely on benefits if
she gets a reduced SERPS.
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Mr P’s wife worked for around 20 years in part-time jobs with no
occupational pension schemes, so he was keen to maximise her future
pension provision. When the 1978 pension changes came in he made sure
that his wife started to pay the full National Insurance contributions so
that she could build up a small amount of SERPS in her own right. In
addition, he knew from the Department’s guides NP45 and NP46 that she
would inherit all his SERPS if she was widowed. He had a pensions
forecast and correspondence with the Benefits Agency about his own
SERPS which did not refer to widows’ pensions so he had no reason to
believe that any changes were expected.

Mr G knew the terms of the original SERPS scheme that he had joined in
1978 and just before retirement in 1995 rang the Benefits Agency to check
that his wife would inherit the full amount. He planned his and his wife’s
finances on this basis and when he received a lump sum payment from a
private pension, used this for home improvements. Had he known his wife
could potentially lose £2,000 a year, he states that he would have used the
lump sum to buy her an annuity.

Mr H was made redundant in his fifties. He found work again but was
unable to join the occupational pension scheme because of his age.
Making adequate pension provision for himself and his wife was a major
concern and between 1987 and 1997 he checked the position with the
Benefits Agency four times by telephone and letter, and each time was
reassured that his wife would inherit the full SERPS. He had carried on
working after the age of 65 but stopped in 1998, confident that his pension
arrangements were satisfactory.
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Glossary

Accrual rate
Annuity

Appropriate Personal
Pension

Basic State Pension
Benefits Agency

Contracting out

Contributory Benefits

Lower Earnings Limit
Maladministration

Misdirection

Money Purchase Schemes
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This term may be used in relation to a scheme where the benefits payable are related
to previous earnings, such as SERPS, or a final salary occupational scheme. It means
the rate at which pension benefits build up for the member.

This is purchased, usually from an insurance company, to provide a regular income
from a lump sum. Itis the method by which the fund from a money purchase scheme
is converted into a pension.

Apersonal pension scheme that an individual may join as a means of contracting out
of SERPS.

Flat-rate state pension payable at state pension age to people who have met the
minimum National Insurance contribution requirements over an appropriate
number of qualifying years.

An executive agency of the Department of Social Security with responsibility for the
assessment, delivery and administration of all benefits except war pensions.

An arrangement under which members of a pension scheme which meets certain
conditions, obtain rights in that scheme in place of their SERPS entitlement. National
Insurance Contributions for those employees are reduced or, in the case of an
appropriate personal pension, partly repaid to the scheme.

A term used to describe benefits paid from the National Insurance Fund, which
broadly are dependent on the claimant having an adequate record of payment of
National Insurance Contributions. The main contributory benefits are Retirement
Pension, Widow’s Benefits, the contributory element of Jobseeker’s Allowance,
Statutory Sick Pay, Incapacity Benefit and Statutory Maternity Pay.

The weekly level of earnings (roughly equivalent to the basic state retirement
pension), below which there is no liability to pay National Insurance Contributions.

The term used to describe the actions that lead to a failure in the processes of
government.

Incorrect or incomplete information given by officials to the public, leading them to
take action or to fail to take action, to their detriment.

Private pension schemes that pay benefits according to the level of the pension fund
on retirement.
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National Insurance Fund

National Insurance
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Occupational Pension

Personal Pension

Retirement Pension
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Pension Scheme (SERPS)
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Contributions payable by those in work and their employer into the National
Insurance Fund, which are used to pay contributory social security benefits to
qualifying individuals. Self-employed people pay a lower rate but have more limited
rights to benefits.

A statutory fund established in 1948 and reconstituted in April 1975, into which all
National Insurance contributions payable by employers, employees and
self-employed people are deposited, and from which contributory benefits and their
administration costs are paid out.

A central database of individual National Insurance Contribution records.

Arrangement organised by an employer or on behalf of a group of employers to
provide pensions and/or other benefits for one or more employees on leaving
service, death or retirement.

An arrangement between an individual who is self-employed, in non-pensionable
employment, or who is not a member of an employer’s scheme and a pension
provider (such as an insurance company) which enables the individual to make
provision for a pension.

A contributory benefit payable to men and women who have reached State Pension
Age (currently age 60 for women and age 65 for men).

The scheme introduced in 1978 which provides an additional state pension,
calculated on the basis of the employee’s earnings, on top of the basic state pension.

Level of earnings (equal to approximately seven and a halftimes the Lower Earnings

limit) above which there is no liability for employee National Insurance
Contributions, and above which SERPS does not accrue.
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