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Summary 

As many as 125,000 people lost significant parts of their defined benefit occupational 
pensions when such schemes wound up between April 1997 and March 2004 without 
sufficient funds to pay the benefits promised. In March this year the Parliamentary 
Ombudsman published a report, Trusting in the pensions promise, which found that 
Government maladministration had meant that those who suffered loss had not realised 
the risks they ran, and had been denied the opportunity to reduce them. She recommended 
that the Government should consider whether it should make arrangements for the 
restoration of the core pension and non-core benefits of those affected. The Government 
rejected the findings of maladministration, and her recommendations. 

We agree with the Ombudsman that maladministration occurred. Government 
information about pensions was deficient and reasonable people would have been misled. 
Moreover, the Government should have considered the Ombudsman’s recommendations 
properly, rather than immediately assuming that they would place large burdens on the 
public purse. 

This is the second time in less than 12 months that the Ombudsman has reported to 
Parliament that she has found injustice that has not been, or will not be, remedied. Only 
four such reports have ever been made. The system established by the Parliamentary 
Commissioner Act 1967 will only work if there is a common understanding between the 
Ombudsman, Parliament and Government as to what constitutes maladministration, and 
who has authority in identifying it. The Government has been far too ready to dismiss the 
Ombudsman’s findings of maladministration. Our investigations have shown that these 
findings were sound. It would be extremely unfortunate if Government became 
accustomed simply to reject findings of maladministration, especially if an investigation on 
this Committee proved there was indeed a case to answer. 

At the heart of every case of maladministration is someone who has suffered injustice. By 
concentrating its energy on denying findings of maladministration, rather than on 
considering what remedies might be practical and proportionate, the Government has 
caused further distress to complainants. It has delayed any resolution of their problems. 
We consider the Government should arrange more generous recompense than that 
provided by the Financial Assistance Scheme, and should do so speedily. 

In future, we hope that the Government will engage with the Ombudsman positively, and 
start from the presumption that it is her job to determine whether or not 
maladministration has occurred, not its own. This is what Parliament intended when it 
established the office some forty years ago. 
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1 Introduction 
1. On 14 March 2006 the Parliamentary Commissioner for Administration (the 
“Ombudsman”) laid a report, Trusting in the pensions promise: government bodies and the 
security of final salary occupational pensions before Parliament.1 It was laid under section 
10(3) of the Parliamentary Commissioner Act 1967. Reports from the Parliamentary 
Ombudsman are normally laid under section 10(4) of the Act, which gives the 
Commissioner the duty to lay an Annual Report and the right to make special reports from 
time to time. Section 10(3) gives the power to report when the Ombudsman believes that 
complainants have suffered maladministration leading to injustice “and the injustice has 
not been, or will not be, remedied”. It is used very rarely. Indeed this is only the fourth 
occasion a report under section 10(3) has been laid since the inception of the Ombudsman. 

2. The Ombudsman’s report dealt with members of final salary occupational pension 
schemes which had wound up between 6 April 1997 and 31 March 2004 without sufficient 
funds to give their members the benefits which had been previously promised. The most 
recent estimates suggest as many as 125,000 people may have been affected.2 Although the 
schemes were private, the Government prescribed the legal framework within which they 
operated, and issued information about them. 

3. The Ombudsman found that Government maladministration in producing misleading 
information meant that scheme members were led to believe their pensions were entirely 
safe. They did not have the opportunity to save in other ways, and suffered heavy losses 
when their schemes wound up. The Ombudsman recognised that there were many factors 
leading to scheme members’ losses, but recommended that the Government should 
consider whether it should make arrangements for the restoration of full pensions to those 
affected. The Department for Work and Pensions (DWP) has rejected not only the 
recommendation, but the finding of maladministration itself. 

4. When such a rejection occurred in relation to the Channel Tunnel Rail Bill in 1995, the 
Select Committee on the Parliamentary Commissioner for Administration, the predecessor 
to this Committee, immediately intervened. In its report it made it clear that: 

We have not assumed automatically that the Ombudsman is right but have 
considered the arguments from the Ombudsman and from the Department of 
Transport objectively and dispassionately.3 

We have followed our predecessor’s example, both in our approach to the evidence and in 
referring the reader to the Ombudsman’s own report for a detailed account of the 
background to this case. 

5. We felt it was important to consider the Parliamentary Ombudsman’s report as quickly 
as possible, both because of the importance of its subject and because of the Government 

 
1 HC(2005-06)984 (hereafter the “Ombudsman’s report”) 

2 The Department For Work And Pensions, Response To The Report By The Parliamentary Ombudsman, “Trusting In 
The Pensions Promise” June 2006, p.37 (hereafter the “Government response”) 

3 Select Committee on the Parliamentary Commissioner for Administration, Sixth Report of Session 1994-95, The 
Channel Tunnel Rail Link and Exceptional Hardship, HC(1994-95)270, para 5 
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reaction to the Ombudsman’s findings. We arranged three evidence sessions: with the 
Ombudsman; with two complainants, Mr Bob Duncan and Mr Andrew Parr, and Dr Ros 
Altmann, the advocate for the complainants; and with the Secretary of State for Work and 
Pensions, Rt Hon John Hutton MP. We also discussed the subject with witnesses from 
other inquiries, where appropriate. We received many written submissions. Our staff were 
assisted by colleagues from elsewhere in the House, notably the Library, who had specialist 
expertise. We are very grateful to all those who helped us. 

6. This report is divided into two parts. The first considers the substance of the 
Ombudsman’s report, and the second deals with wider constitutional issues that this case 
raises. 

2 The pensions promise 
7. The death of Robert Maxwell in 1991 and the revelation that the pension funds of his 
companies did not have the assets to pay pensioners led the then Government to appoint a 
Pension Law Review Committee to “review the framework of law and regulation within 
which occupational pension schemes operate…”.4 Following the report of that Committee, 
the Government introduced legislation to seek to make such pensions more secure. The 
Pensions Act 1995 did not just deal with misappropriation of assets. It was an extremely 
wide ranging piece of legislation, which among other things equalised the state pension age 
for men and women, established an Occupational Pensions Regulatory Authority (OPRA), 
provided for schemes to have member nominated trustees, provided that pensions in 
payment had to be increased annually, made provision about winding up, and introduced a 
Pensions Compensation Board. The provisions of the Pensions Act 1995 are fundamental 
to the Ombudsman’s inquiry. 

8. Since 1978 the state pension scheme has had two components; a flat rate basic pension, 
and an earnings-related element (the State Earnings Related Pension Scheme (SERPS), 
replaced by the State Second Pension (S2P) in April 2002). Members of occupational 
pension schemes have always been able to contract out of the payments required to build 
up the earnings-related element of the state pension. By doing so they forego all or part of 
their State Second Pension entitlement and in return pay lower-rate National Insurance 
contributions and/or receive payments into their pension schemes. The legislation in force 
before the 1995 Act required that contracted out final salary pension schemes should, at 
the very least, provide members with a “Guaranteed Minimum Pension” (GMP), 
equivalent to the pension they would have received had they stayed in SERPS. Before 1995, 
where a scheme’s trustees did not make any arrangements to secure the contracted-out 
liabilities, individuals were fully reinstated into the state system for the period covered by 
that scheme by default (although the state system would not necessarily pay the same 
amount as the GMP entitlement).5 However, there were no specific legal stipulations about 
the level of funding a scheme had to have. Under trust law it was the duty of the trustees to 
ensure pension schemes were properly run, but no clear guidelines existed about how long 
term liabilities should be met. The 1995 Act required schemes to comply with a “Minimum 

 
4 Pension Law Review Committee, Pension Law Reform, September 1993 

5 Ev 83 
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Funding Requirement” (MFR), described during the passage of the Bill as “a target which 
means that if at any stage a scheme winds up, it will be able to keep its pensions in payment 
and give the cash equivalent of accrued rights to non-pensioner members.”6 Schemes were 
given time to increase their assets to meet the MFR. The previous arrangements, under 
which all members of the scheme would be brought back into the state system if a scheme 
had insufficient funds to secure its contracted out liabilities, were replaced by a system of 
Deemed Buyback, under which individuals, not entire schemes, could give up their 
occupational pension rights to be brought back into the state system. Part of the injustice 
investigated by the Ombudsman relates to the loss of part or all of the “Guaranteed 
Minimum Pension” or equivalent.7 

9. The MFR was not intended to provide a guarantee that, if a scheme wound up, all its 
liabilities would be met. Rather, it was intended to ensure schemes could purchase 
annuities to cover their liabilities to existing pensioners, and to provide a cash payment to 
non-pensioners which would “reasonably be expected” to secure their accrued benefits by 
other means. In advice to the actuarial profession, which was given the task of setting the 
MFR and keeping it under review, the DWP defined “reasonable expectation” as follows: 

By reasonable expectation we mean there should be at least an even chance.8 

This definition was contained in a letter to the actuarial profession. There was no general 
understanding that the MFR was limited in this way. 

10. The MFR proved to be an unsatisfactory instrument. It remained in force between 1997 
and 2004, but from March 2001 it was clear that a replacement measure would be 
introduced.9 The Pensions Act 2004 replaced the MFR with scheme specific funding 
requirements and introduced a Pensions Protection Fund (PPF), paid for by a levy on the 
industry, which would provide benefits if a wound up pension fund was unable to pay its 
liabilities in future. It also established a Financial Assistance Scheme (FAS) to give some 
help to those whose schemes started wind up before this. Both the PPF and FAS are 
discussed later in this report.10 

11. During the time that the 1995 Act remained in force, many defined benefit schemes 
closed. Most of these closures were due to the insolvency of the employer, but some were 
caused by a solvent company deciding to reduce its liability for pensions. Once this 
occurred it became clear that some occupational pension schemes were not as secure as 
their members had believed. In some cases, the scheme was simply not funded to the MFR. 
In other cases the MFR was not sufficient to pay the benefits or give the transfer values 
expected. The 1995 Act had introduced a priority order which, broadly speaking, gave 
pensions in payment first call on a pension fund’s resources. Such pensions are secured by 
buying immediate annuities, which have become increasingly expensive. Once pensioners’ 
money has been protected by the purchase of annuities, there is often little left to buy 

 
6 Ombudsman’s report, para 4.57 

7 Ombudsman’s report, para 1.19 

8 Ombudsman’s report, para 4.64 

9 See Ombudsman’s report, paras 4.347ff 

10 See para 52 
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deferred annuities or provide transfer payments for non-pensioners, some of whom may 
be only a few months from retirement. 

12. Moreover, schemes take a very long time to wind up. Apart from the increasing costs of 
wind up itself, these delays can reduce the money available for non-pensioners still further, 
as market conditions change, and the cost of annuities rises. It also leaves those affected by 
scheme liabilities in a state of uncertainty for years. The Financial Assistance Scheme 
covers schemes which commenced winding up between 1st January 1997 and 5 April 2005, 
yet in June this year the Annual Report on the Scheme noted: 

Activity in the first six months of operation has necessarily focussed on making 
initial payments as most FAS qualifying schemes have not yet completed winding 
up.11 

It is now over nine years since the first of these schemes began to close. 

3 The Ombudsman’s Report 
13. The Parliamentary Ombudsman’s report considered four issues relating to the 
pensions regime established by the 1995 Act: 

Was maladministration by the National Insurance Contributions Office (NICO) a 
factor in long delays in scheme wind ups? 

Did the Government act with maladministration in setting the level of the MFR? 

Was the Government guilty of maladministration by issuing misleading 
information about pensions? 

Was the Government guilty of maladministration by failing to review that 
information? 

14. The Ombudsman found that the delays in scheme wind up were not caused by NICO’s 
maladministration. However, she made three findings of maladministration: 

(i) that official information—about the security that members of final salary 
occupational pension schemes could expect from the MFR provided by the bodies 
under investigation—was sometimes inaccurate, often incomplete, largely 
inconsistent and therefore potentially misleading, and that this constituted 
maladministration; 

(ii) that the response by DWP to the actuarial profession’s recommendation 
that disclosure should be made to pension scheme members of the risks of 
wind-up—in the light of the fact that scheme members and member-nominated 
trustees did not know the risks to their accrued pension rights—constituted 
maladministration; and 

 
11 Financial Assistance Scheme Annual Report, 1 September 2005 to 31 March 2006, p 4 
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(iii) that the decision in 2002 by DWP to approve a change to the MFR basis 
was taken with maladministration.12 

15. Moreover, she found that the complainants had suffered injustice as a result of the 
Government’s maladministration, since they had lost the opportunity to make alternative 
arrangements to provide for their retirements and had suffered considerable distress when 
they discovered that their pensions were not as safe as they supposed. 

16. The Ombudsman’s report makes it clear that, although the decision to change the MFR 
in 2002 was significant, the greatest cause of injustice was the inadequacy of Government 
information. This report accordingly concentrates on that aspect of our evidence, which 
raises important issues of public administration. 

17. The essence of the Ombudsman’s case is that official information about occupational 
pensions failed to set out the potential risks clearly and appropriately. It was not obligatory 
for the Government to provide general information about pension schemes, but, if it chose 
to do so, it was duty bound to ensure that information was complete and accurate. The 
Government has put forward a number of reasons for rejecting the Ombudsman’s 
findings. We examine each in turn. 

The nature and purpose of government information 

18. The Government Response to the Parliamentary Ombudsman’s report sets out its 
reasons for rejecting the finding of maladministration at some length. It asserts 

Chapter 4 of the Ombudsman’s report—“The documentary evidence”—refers to 
various statements made about occupational pension schemes during Parliamentary 
debates, and by Government bodies in leaflets and press releases etc. These are used 
as evidence to support the assertion that the Government did not provide full and 
accurate information. The Government does not accept this. The Government 
believes that the purpose of those statements needs to be set in a wider context, 
including the other information that would have been available to individuals.13 

19. The Committee agrees that statements, press releases and leaflets need to be taken in 
context. For this reason, our examination (like the Ombudsman’s report) will concentrate 
on the leaflets available to the public, where it is beyond doubt that Government intended 
to deliver a clear, considered message to the reader. Statements to Parliament and press 
releases are, by their nature, more context specific. All we would note about this sort of 
information was that, although the limitations of the MFR were sometimes made apparent, 
the overall tenor of Government remarks emphasised the security it brought, not its 
necessarily limited nature. The general impression given was that occupational pensions 
were now safe. Moreover, the impression given by the Government influenced wider press 
reporting on these matters, which in turn led to the perception that saving through 
occupational pensions was not merely financially advantageous, but was in effect risk-free. 

 
12 Ombudsman’s report, para 5.164 

13 Government response, para 18 
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20. In our view, the most significant factor in the alleged maladministration were the 
information leaflets issued by the DWP. The Government contends that it was clear they 
were limited, that it should have been apparent that those who were considering their 
pension options needed more information than provided by the leaflets alone, and that 
they were not aimed at those already in occupational schemes: 

They [the leaflets examined by the Ombudsman] are explicitly not designed, 
however, to provide information tailored to the circumstances of particular 
individuals and people are expressly warned not to assume that the broad 
information given can be applied without question to their own situation. Their 
limited scope and nature is made clear by a general warning and the reader is told 
where more specific information can be obtained… 

The Government does not believe that the reader of any or all of these leaflets should 
have been left in any doubt that they would have needed more information to get a 
full picture of their own individual circumstances. Each of the leaflets made clear that 
they were designed to offer only generic, high level information. For example: 

22.1 The PEC314 said that it was intended to be “a brief summary of the 
changes” in the 1995 Pensions Act. In a wide-ranging leaflet of 21 pages it covered 
the MFR in just four sentences;  

22.2 The PM1 leaflet said that it was (and is) an “introductory guide” to 
pensions. Inevitably with such a large and complex subject as pensions, it devoted 
only a page and a half to occupational pensions; 

22.3 The PM3 leaflet which was (and is) a guide to occupational pensions said 
explicitly that the guide “looks at some questions you may need to think about and it 
tells you where you can find more information.” 

All of the leaflets contained explicit warnings that they were not complete 
explanations. Typically they said “This leaflet is for guidance only. It is not a 
complete statement of the law”. The Government considers that, taken together, 
such warnings should have been sufficient to alert the reader that they were not 
being given the full detail of the issues covered by the leaflet and that the leaflet was 
not comprehensive. 

The Government does not consider it would have been appropriate to cover the 
MFR in the PM leaflet series as the Ombudsman suggests. As stated above, the PM1 
leaflet was an introductory guide in which occupational pensions were covered in a 
page and a half. The series was designed as part of a wider set of communications to 
encourage those who had not made provision for their retirement to consider doing 
so and gave people a starting point for this, as is made clear. The PM1 said on the 
first page “If you want to enjoy your retirement, you need to plan how you are going 
to save for it.” and also “These guides can give you helpful information, but only you 
can make decisions about your pension.” It said further on “If you are not sure what 

 
14 DSS Leaflet PEC 3, January 1996, The 1995 Pensions Act 
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to do for the best, you can get advice from a financial advisor.” [original emphasis 
throughout]15 

21. We have made our own investigations. We believe the Government is being, at best, 
naïve, and, at worst, misleading. 

Would the documents have been read as a comprehensive guide to 
pensions? 

22. The Government contends that the leaflets were clearly introductory guides, and were 
shown to be such. This is true of PM1, A guide to your pension options which is an 
introductory overview of the pension system, but even this guide clearly states: 

Most members of an occupational pension scheme will be better off when they 
retired than they would be if they did not join it. 

and 

If your employer runs an occupational pension scheme, you should think carefully 
before you decide not to join it. [original emphasis]16 

However, the Government’s claim that those reading the information would realise that 
they could not rely on advice given by the leaflet is untenable. Although it is clear that PM1 
is a general guide, the section on “where to get help and information” directed the reader to 
other government leaflets, and to material issued by organisations such as the Pensions 
Advisory Service, or the Financial Services Authority. 

23. Those researching occupational pensions would have naturally turned to PM3, 
Occupational pensions—your guide. That guide also stressed the advantages of occupational 
pensions: 

Generally if you work and your employer offers you an occupational pension 
scheme…you would be better off joining it… Occupational pensions are usually a 
very good deal, so if your employer runs an occupational pension scheme, check it 
out carefully when you’re looking into your pension options.17 

PM3 also states clearly 

to be able to contract out of the additional state pension, it [a final salary related 
scheme] must pass a test of overall scheme quality. They must offer benefits that are 
broadly the same as, or better than, the State Second Pension. The scheme actuary 
…must issue a certificate to show that the scheme is meeting this standard.18 

Not only would this in itself suggest that occupational pension schemes were safe (because 
there is no doubt that the additional state pension scheme is secure), the leaflet contained a 

 
15 Government Response, paras 20ff 

16 PM1, July 2001, p 15 

17 PM3, May 2002, p 6 

18 PM3, May 2002, p 12 
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separate section How do I know my money is safe? This section contained numerous 
reassurances. It told the reader that schemes were set up under trust law, that there were 
laws to ensure trustees were proper people, that “the assets of the pension scheme belong to 
the scheme, not to your employer”, and that there were laws about, among other things, 
“the way occupational pension schemes must be run”, and “the way funds should be 
invested”. In addition, it drew attention to the existence of the Occupational Pensions 
Regulatory Authority which “can act quickly to protect your interests if the trustees who 
run your scheme, or your employers, do not meet their obligations”.19 An additional 
section, What if things go wrong? refers to dispute resolution procedures, and to the 
possibility that an insolvent employer might have removed a pension scheme’s assets 
dishonestly. In this case, the leaflet pointed out that the Pensions Compensation Board 
could make payments to the scheme. Until the April 2004 edition the leaflet made no 
mention at all of the fact that the insolvency of an honest employer, or early scheme wind 
up, might put scheme members’ pensions at risk. 

Professional advice 

24. As the Government says, the leaflets did refer to the possibility that their readers might 
seek independent financial advice. They did not do so in any way which suggested this was 
necessary. The general guide, PM1, gave a list of factors: “you need to think about” which 
concluded: 

If you are not sure what to do for the best, you can get advice from a financial 
adviser. But remember, if you see an adviser you may have to pay for their advice.20 

The section What do I need to do now? concluded 

You may [our emphasis] want to get expert financial advice, but you will usually 
have to pay for it. Find out how much you will be charged and how this could affect 
your investment.21 

25. PM3, the leaflet which was specifically about occupational pensions, mentions financial 
advisers twice, once in the context of those who have changed jobs, and once in the section 
What if I get divorced? PM 7, Contracted-out pensions: your guide, suggests that “if you 
want more information about your employer’s scheme...talk to the person at your 
workplace who deals with your scheme”. It then suggests that further advice might be 
sought. It notes “Remember, if you see an adviser you may have to pay for their advice”.22 

26. In contrast, the guides concluded with sections on Where to get help and information 
which directed the reader to official bodies, and official publications. Indeed in the section 
What do I need to think about?, contained in PM3, the inquirer is told to 

Think about your position now… 

 
19 Ibid., pp 15-16 

20 PM1, July 2001, p 7 

21 Ibid., p 28 

22 PM 7, April 2003, p 20 
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Ask your employer if they run a scheme and whether you are eligible to join it. 

Read any pension information your employer gives you. 

Think about your future career and retirement plans. 

Ask us for any of our guides in this series… [our emphasis].23 

27. Official leaflets gave the impression that the reader could rely on government advice. 
The references they made to independent financial advice did not suggest that this was 
desirable, let alone necessary, and were cast in a way which would discourage rather than 
encourage the reader to seek it. 

The disclaimer 

28. The disclaimer the Government relies on appeared in small letters on the back cover of 
each leaflet. It was nothing more than a note saying “This leaflet is for guidance only. It is 
not a complete statement of the law”. It appeared on the back cover, after other notes about 
how more copies of the leaflet could be obtained, and where the leaflet could be accessed 
on the internet, in exactly the same font and format as those routine pieces of information. 
Even if these warnings had been far more explicit, and far more prominently placed, it 
would not be enough to say that a leaflet does not give a full statement of the law. Given the 
complexity of pension law, this would not be expected. But it is not unreasonable to have 
expected the leaflets to mention major risks, such as the fact that although saving through a 
pension scheme had many advantages, and successive governments had tried to improve 
schemes’ security, nevertheless there could be losses if a scheme wound up. 

The audience 

29. The Government contends that the leaflets were not maladministrative since they were 
not aimed at members of pension schemes. In fact, the leaflets were sent to those in 
occupational schemes, and they relied upon them. Mr Andrew Parr told us that when his 
colleagues had concerns about the security of their company pension: 

I went and got as much material as I could about pensions. I went to the FSA website 
and got a list of what they had. I downloaded a lot of PDF files from them. I was in 
touch with the DWP department that you can get booklets from, and I had those 
sent to me; I did research on material from the NAPF [National Association of 
Pension Funds]; and I generally went through everything I could find about pensions 
to find out what the legal position was. In all of that there was nothing that suggested 
there was any risk.24 

Mr Bob Duncan was equally clear: 

I was a union man. I did recommend to people that the company pension scheme 
was a good scheme to be in because all the Government material I had read said it 

 
23 PM 3, May 2002, p 8 

24 Q 79 
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was a safe scheme. After the Maxwell report and everybody seeing the MFR, the 
minimum funding level, if that was all right we believed our scheme was all right. We 
just believed that. It has worked out that it is not and I feel like I have been really, 
really misled. The Government have put all these papers out, and, if I could not 
believe what the Government said, who do I believe?25 

Our written evidence contains samples of the many letters we received from others in 
similar positions to Mr Parr and Mr Duncan. 

30. The Government’s contention that “The series was designed as part of a wider set of 
communications to encourage those who had not made provision for their retirement to 
consider doing so and gave people a starting point for this, as is made clear” is simply 
untenable.26 We believe Mr Duncan and Mr Parr reacted to official material in a natural 
and reasonable way. There is nothing to indicate that those who were already scheme 
members should not rely on the information the leaflets contained. It is not enough for the 
Government itself to have a clear idea of the audience it intends to reach. If the leaflets were 
not intended for those already in company schemes, this should have been spelt out. 

31. Moreover, there was no Government information available which might have alerted 
scheme members to the limited nature of the MFR. We asked the Secretary of State directly 
where this was spelt out; he responded: 

It was never the purpose of any of these leaflets to provide that level of specific and 
detailed advice.27 

32. In our view, the nature of the Minimum Funding Requirement is not a matter of 
specific and detailed advice: it goes to the heart of the legal framework intended to 
protect pensions at that time. We fully accept that the 1995 Act had been intended to 
improve safety for occupational pensions, and may indeed have done so, but the 
explanatory material issued should have made clear the limitations of any protection. 

33. We agree with the Parliamentary Ombudsman that the Government itself 
prescribed the regulatory framework for occupational pension schemes and, as such, 
was not a bystander. Once the Government had chosen to give information about the 
pensions system, that information should have been complete and accurate. Any 
limitations should have been made clear. A reasonable reader would have expected the 
official leaflets on pensions to have covered all the important points about occupational 
pensions. In fact, they did not mention one of the greatest risks. This is clearly 
maladministration. 

Failure to review government information 

34. The Government’s failure to ensure that there was general understanding of the 
purpose and limitations of the MFR might have been excusable if it had no reason to 
believe that the MFR was misunderstood. In fact, it was repeatedly warned that not only 
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scheme members, but even scheme trustees misunderstood the degree of security the MFR 
was designed to provide. As the Ombudsman’s report notes, in November 1999 the Faculty 
and Institute of Actuaries published a working party report on the Communication of 
MFR and Solvency. We understand this was supplied to the Department.28 Its findings 
were repeated in 2000, in a report from the Faculty and Institute of Actuaries, which 
warned: 

It is therefore a key conclusion of the review that there should be full and clear 
disclosure to members of the objectives and limitations of the MFR test and the 
consequences if their scheme should be wound up. We recognise that this enhanced 
disclosure could have major consequences, as almost all employers and trustees have, 
until now, tended to stress the security aspects of occupational pension schemes in 
their communications with members. 

We believe it will be necessary to create a better understanding amongst members of 
the public of the issues involved. In particular, it will be desirable to gain acceptance 
that an investment strategy that attempts to eliminate all risks is unlikely to be the 
most appropriate for long term savings. The uncertainties of the future need to be 
explained, together with the steps being taken to mitigate (but not eliminate entirely) 
those risks. The actuarial profession is keen to work with Government, employers 
and pensions organisations to promote a greater awareness and understanding of 
these issues among scheme members.29 

35. The Government response to the Ombudsman’s report claimed that there was no 
reason for the Government to take action, since the Faculty and Institute’s report “was 
looking at how scheme trustees can communicate with their members.”30  The Secretary of 
State maintained this when he gave evidence to us: 

It was not aimed at government to review the material that it presented. It was a 
discussion amongst the actuarial profession about what more they should be doing 
to alert scheme members as to the minimum funding requirements. So we did not 
take that as a cue to review the literature or the leaflets that we had put out.31 

36. This line appears to assume the Ombudsman’s findings were based only on the report 
of the working party in November 1999. In fact, the Ombudsman is also concerned with 
the report of May 2000 which was, as its title makes clear, a report to the Secretary of State 
[our emphasis]. The passage we have quoted makes clear the recommendation was not 
simply about communication with trustees, or between scheme members and trustees, but 
about ensuring that there was a general understanding of the purpose of the MFR, and the 
degree of protection it gave. It said that the actuarial profession was “keen to work with 
Government, employers and pensions organisations to promote a greater awareness and 
understanding of these issues among scheme members”. 

 
28 See Ombudsman’s Report, para4.375-4.386, 4.401-4.405 

29 Pensions Board of the Faculty of Actuaries and Institute of Actuaries, Review of the Minimum Funding Requirement: 
A report to the Secretary of State for Social Security, May 2000, section 4.7.1, p 30 

30 Government response, para 57 
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37. The Government should have been aware that the Minimum Funding Requirement 
was not properly understood by scheme trustees, let alone scheme members. Official 
information on the MFR was limited, and the information directed at prospective 
scheme members contained nothing about the MFR at all. Government should have 
realised that more clarification was required. 

Standards for government information 

38. It is noteworthy that the Government failed to provide proper information about 
occupational pensions during a period in which it was itself not only involved in another 
Ombudsman case relating to inaccurate information, but was actively and repeatedly 
considering the standard of information it should provide. 

39. In March 2000 the then Ombudsman investigated changes to the inheritance 
provisions for SERPS. He found that Department of Social Security leaflets had misled 
readers about the nature of changes to these schemes. As a result, those affected were 
denied the opportunity to make different arrangements. The then Secretary of State for 
Social Security accepted the finding, and noted that: 

The public rely on government information. They are entitled to be reassured that 
leaflets are accurate and comprehensive.32 

40. In April 2001 the DSS established a project on Accuracy in Information, prompted by 
criticisms from both the Ombudsman and the Comptroller and Auditor General. Work 
continued on the project until March 2002. One of the project’s outcomes was a 
Departmental objective on accuracy, which was that “all information provided to 
customers by any part of the DSS, by any method, should be accurate and up-to-date, with 
no significant omissions” [original emphasis].33 Other outcomes are described in the 
Ombudsman’s report. They included a Public Information Policy Statement which warned 
“any information we provide must be, timely, complete and correct.”34 The Government 
response claims that the various warnings in its leaflets “should have been sufficient to alert 
the reader that they were not being given the full detail of the issues covered by the leaflet 
and that the leaflet was not comprehensive.”35 But the Department’s own standards said 
there should be no significant omissions in the information it provided to customers. A 
proper level of accuracy in government information should be a basic principle of good 
administrative practice; for many years, the information provided on occupational 
pensions fell far short of this, and of the Government’s own declared standard. 

41. Speaking generally, Lord Turner, Chairman of the Pensions Commission, warned us: 

It is clearly important that…the Government creates an environment in which it is 
making clear what is promised in the pension system and what is not 
promised…Except where people invest in real Government bonds, the return will 
not be guaranteed, and we should studiously avoid in the National Pension Savings 

 
32 HC Deb, 15 March 2000, col 307 

33 Ombudsman’s report, para 4.449 

34 Ombudsman’s report, para 5.25 

35 Government response, para 27 
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Scheme and the language which surrounds it the use of words like “guaranteed” 
except where there is a guarantee.36 

There will be risks and hard choices involved in all investment decisions, including those 
about pensions. The Government’s role should be to educate people about those risks. It 
should be very careful that official publications do not imply that particular schemes are 
virtually risk free. 

The role of trustees 

42. The Government response maintains that trustees had the primary responsibility both 
for ensuring schemes were properly funded, and for communicating with their members: 

It is clear that the only people who could give information about the specific 
circumstances of their scheme were the trustees and sponsoring employer of the 
scheme in question. As the leaflet PM1 said “If you are in any doubt, get as much 
information as you can (for example, by reading information from the scheme 
provider or by talking to a union representative or financial advisor) before you 
decide. [original emphasis]…37 

These were not the Government’s pension schemes. Their trustees were not the 
Government’s trustees. The Government did ensure—through OPRA guides and 
actuarial certificates—that trustees were guided towards the information they 
needed. The other more general information which the Government provided in its 
leaflets was intended only to provide basic information and its limitations were made 
clear. The Government does not accept the finding that this information was 
potentially misleading and, thus, maladministrative.38 

43. This line of argument is unsustainable. The response repeatedly implies that the 
Ombudsman’s finding of maladministration would be invalid if others also failed in their 
responsibilities. But the fact that others have responsibilities does not mean that the 
Government need not take its own role seriously. Moreover, as the Ombudsman’s 
subsequent memorandum to us makes clear, the trustees were limited in what they could 
do by the legal framework in which they operated: 

trustees had to act in the way prescribed by the laws developed by Government. 
Trustees had no powers in law to insist on additional funding above the MFR level 
from sponsoring employers. The Government had laid down what trustees had to 
tell scheme members about their pensions and, when a scheme began to wind-up, 
the law took away any discretion trustees had to act fairly in the interests of all their 
members.39 

In these circumstances, it was imperative that official information about the law relating to 
pensions was full and accurate. In fact the Faculty and Institute of Actuaries Working Party 

 
36 Oral Evidence taken before the Committee on 22 June 2006, Governing the Future HC(2005-06)756iv, Q 395 

37 Government response, para 32 

38 Government response, para 36 
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on Communication of MFR & Solvency noted that the OPRA Guide for Pension Scheme 
Trustees stated: 

“The MFR refers to the minimum amount of funds that should be in the scheme at 
any one time, in order to meet the scheme's liabilities if it were to be discontinued.” 

The working group warned “although this statement is factually correct, it is misleading”.40 
One of our witnesses was indeed misled: Mr Duncan told us he had relied on an early 
edition of the OPRA guide: “I kept reading that OPRA book and page 28 told us that the 
pension was safe and guaranteed.”41 

The wider system 

44. In fact, the Ombudsman accepts that the Government was not solely responsible for 
misunderstandings, and that the losses faced by scheme members were caused by the 
winding up of funds, not by government actions. As Christine Farnish, Chief Executive of 
the National Association of Pension Funds, said: 

I think the system has let down those people who now find themselves in the very 
difficult and distressing circumstances that the ombudsman’s report covered. Yes, 
the system has let them down. I think it is very difficult to lay the blame at any one 
party’s door, because no-one was then talking about the risks in the system. 
However, the Government did pass legislation in the 1990s and then regulated 
increasingly the private pension system but gave the impression, generally, that 
pensions were safe, pensions were secure, pensions were protected, that pensions 
were funded to a minimum standard. That was the general sense out there which 
ordinary people would have taken and it would not have been reasonable to expect 
them to take any other sense...42 

The Government’s failure to provide clear information was one of the chief reasons why 
there was a “general sense out there” that defined benefit occupational pensions were 
absolutely rather than relatively safe. 

MFR basis 

45. We will deal very briefly with the Government’s decision to change the MFR basis in 
2002. There were other recommendations for change in May 1998, which were 
implemented, and in May 2000 and February 2003, which were not implemented on the 
grounds that the MFR was to be replaced. We appreciate that it might have been 
reasonable to have left the MFR unchanged, given that it was soon to be replaced by other 
funding standards. We do not understand why this was not done consistently. The 
Government maintains: 

 
40 Communication of MFR & Solvency, November 1999, page 5 
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The Department had more than sufficient information on which to make its decision 
on the MFR in March 2002.43 

In its view, the fact that this change could be implemented relatively easily meant that it 
would have been wrong not to accept the advice it had been offered. But the Ombudsman’s 
report finds little to suggest the Government scrutinised the advice adequately. The 
Government response maintains that the Government was justified in rejecting earlier 
advice which would have strengthened the MFR, given in May 2000, because: 

Even if a change to the MFR did require employers to fund the scheme at a higher 
level, the effect of that change would not have produced any immediate 
improvement in the level of security. The point made by the Government Actuary to 
the Ombudsman, in relation to the May 2000 change, has a wider application. He 
said: “Changes to the MFR were intended to provide incentives to schemes to 
improve their funding levels, although these changes could not achieve this 
immediately. Thus if the profession’s May 2000 recommendations had been 
implemented, this would simply have led to schemes, in the short run, showing a 
lower percentage of coverage against the MFR.” [original emphasis]44 

In fact, the change would have given increased protection to those in schemes which were 
wound up by solvent employers. The disregard of this factor suggests the Government was 
not taking into account all the implications of its decisions, and its decision making was 
accordingly flawed. 

Remedies 

46. The Government has consistently presented the Ombudsman’s report as 
recommending that the taxpayer make up scheme members’ losses in full. In fact, the 
recommendation is far more measured than this. It is: 

6.15 I recommend that the Government should consider whether it should make 
arrangements for the restoration of the core pension and non-core benefits promised 
to all those whom I have identified above are fully covered by my 
recommendations—by whichever means is most appropriate, including if necessary 
by payment from public funds, to replace the full amount lost by those individuals. 

6.16 I recognise that this would be a significant commitment, although it seems to 
me that it would be a commitment that could be discharged over a number of years if 
the right means were identified and that this would be a commitment that would 
decline over the years. 

6.17 I recognise that it may be felt by the Government that it is possible to mitigate 
the cost to the taxpayer of pension replacement from monies due from other 
bodies—particularly any that they consider played a significant role in the relevant 
events. If that is so, I consider that the Government should reflect on whether it 
would be more appropriate for it to take action itself—rather than to expect 
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individual scheme members or trustees to do so—to recoup such sums using the 
considerable collection and enforcement powers that Government has. 

6.18 I am aware, in addition, that the relevant pension schemes have assets that could 
assist pension replacement and that alternatives to securing pension liabilities for 
members of the affected schemes through the purchase of annuities have been 
suggested. These alternatives, as I understand matters, would still require 
Government action. 

6.19 I recognise that asking the taxpayer to meet part or all of the cost of this 
recommendation raises significant public policy questions. However, I believe that 
the Government should consider whether its response to my recommendations 
should have regard to what might be considered by many—and certainly by some of 
the people who have complained to me—to be a precedent. 

47. The Government resists the Ombudsman’s recommendations because: 

For the reasons set out earlier in this response, the Government does not believe that 
the information issued by the Government can be regarded as having caused the 
losses described in the report.45 

48. The information provided by the Government did not directly cause the losses—
indeed, the Ombudsman’s report makes this clear. But we agree with the Ombudsman that 
the false sense of security it produced meant that scheme members did not take steps to 
spread their risks. As she put it, “I said very clearly, I thought, in the report that I was not 
saying that the Government had sole responsibility here. I could not see how the 
Government could say it had no responsibility here.”46 

49. If official information had been adequate, members might have been able to reduce 
their losses. Our witnesses from failed schemes gave graphic examples of what schemes’ 
failure had meant for them. Mr Duncan told us: 

I paid in for nearly 30 years. When I got made redundant and the firm went into 
receivership, my pension fund, the day I finished, stood at £8,000 for the year, plus 
my AVCs which were about £25,000. I have been told now that I have completely 
lost the AVCs at the moment. They have gone. The State Pension, we have been 
contracted out and paying into a company pension scheme, and at the moment I do 
not believe I am going to get the full State Pension. I have been told by the 
independent trustees at the moment that we will be lucky to get 7% of the £8,000. 
…It was October 2000 when the company went bust and we are in 2006 now and we 
still have not wound the scheme up.47 

As he went on to tell us: 

If the Government leaflets I had read had said there was a massive, big risk that if the 
company did go bust then I would lose my pension, then of course I would have 
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been away to see somebody else—as a private pension, or even just putting money in 
the bank—and certainly not putting anything into an AVC  … I might as well just 
have put it in the building society.48 

Mr Parr had been a member of a scheme apparently so well funded that: 

When ASW bought Sheerness, the Sheerness pension fund was in considerable 
surplus. The management had not made any payments into it because it was over-
funded, and even in two years in the 1990s the workforce got their contributions 
back. The retirement age had come down from 65 to 63 and then to 62, and the 
personnel director had said that the aim of the company was to get the retirement 
age down to 60 in the very near future.49 

Even on wind up the scheme was funded at 104% of the MFR. Nonetheless we were told 
his scheme “is only managing to produce a pension of around about 40%, and we are one 
of the better ones.”50 Others who submitted evidence have lost over 85% or even 90% of 
their pension entitlements.51 We were told scheme members were often worse off than if 
they had stayed in the state scheme.52 

50. The Government contends that even if they had been fully aware of the limitations of 
the MFR, scheme members would have been unlikely to have been able to take any action 
which would have protected a greater part of their accrued rights, and that such actions 
might have exposed them to greater risks.53 We accept that losses of this sort are inherently 
unquantifiable, but they are no less serious for that. Denied information, scheme members 
continued to make Additional Voluntary Contributions which proved worthless. Indeed, 
they were encouraged to do so by official leaflets which noted that “The charges for FSAVC 
are often higher than paying AVCs through your own occupational scheme”,54 without any 
suggestion that scheme members might also consider whether it was desirable to spread 
their exposure to risk. They were denied the opportunity to judge what risks they might 
want to take—for example, in cases where their parent companies were clearly in trouble, 
members might have transferred out of the scheme altogether—and were unprepared for 
the shock of finding their pensions were not, after all, secure. 

51. As Christine Farnish told us: 

My personal view is that it is most unusual for a group of people to have suffered this 
sort of loss in these sorts of circumstances and not to have any recourse to redress. I 
think general feelings of fairness would suggest that something needs to be done. It is 
difficult for me to see who might be able to put that wrong right other than the 
Government. I think there is an issue as to the level of redress that might be 
appropriate. I note that other compensation systems elsewhere in the financial 
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services landscape…never compensate to 100 per cent; it is always a proportion of 
the loss that is compensated. It is a fine judgment and it is regulated, but it is 
generally a reasonably fair proportion.55 

The Government has claimed that the cost of the restoration of scheme benefits could be as 
high as £15 billion.56 The extent to which such a cash cost is appropriate has been 
questioned.57 The Government’s response to the Ombudsman indicates the net present 
value of such payments would be between £2.9 billion and £3.7 billion. We note that 
Dr Altmann told us “ Every year we spend £20 billion on tax relief for pensions—£20 
billion every year—of which over half goes to top-rate taxpayers”.58 Over the next 60 years 
toal pension spending will amount to some £22,500 billion. 

52. The Government has provided some help in the form of the Financial Assistance 
scheme. The Scheme has been improved as a response to the Ombudsman’s report, as the 
final Government response made clear: 

68. The Government had intended to review the scheme as part of its 2007 Spending 
Review. In the light of the Ombudsman’s report the review was expedited. In the 
White Paper, “Security in retirement: towards a new pension system” (Cm 6841), 
published on 25th May, the Government announced that the scheme would be 
extended. 

69. Eligibility has now been extended to people within fifteen years of their scheme 
pension age. This involves tapers from 80 per cent of expected pension for those 
within 7 years of their scheme pension age, 65 per cent if between 7 and 11 years, and 
50 per cent for those between 12 and 15 years. 

This is a real improvement on the previous scheme, which supported only those within 
three years of retirement, but it remains inadequate. Dr Ros Altmann explained why: 

FAS payments are not inflation-linked at all—the “expected pension” would be; 

FAS only starts at age 65—“expected pensions” start from scheme pension age 
(often below 65); 

FAS only starts full payment when wind-up has actually finished—“expected 
pensions” are paid as soon as pension age is reached; 

FAS payments are capped at £12,000 and this cap itself is not inflation-linked, so it 
declines in value over the years—“expected pensions” are not subject to any cap ; 

FAS does not have any tax free element and the entire FAS payments are subject to 
tax—“expected pensions” include a tax-free lump sum; 
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FAS only pays 50% of the FAS benefit to a surviving spouse—if the scheme had not 
wound up, spouses would normally receive at least 50% of the full “expected 
pension”; 

FAS payouts halve immediately if a member dies soon after retirement—ongoing 
schemes usually continue paying full pension to surviving spouses for a few years; 

If members die young, FAS pays nothing and survivors are left without any 
insurance—“expected pension” benefits include life assurance cover; 

FAS pays no ill health benefits—most schemes would offer ill-health cover.59 

These objections are similar to those given by the Ombudsman when she reported the FAS 
would not remedy the injustice caused to the complainants.60 Even under the revised rules, 
it would be possible for someone to have made thirty years of contributions, and still not be 
eligible for any assistance. We note that the Pension Protection Fund provides 100% of 
expected benefits to pensioners, including a level of indexation, and 90% of expected 
benefit for the majority of non pensioners, which is also indexed, although capped at 
£26,050 at age 65. The Financial Assistance Scheme, which is capped at £12,000, without 
indexation, looks niggardly by comparison. 

53. A further difficulty is that members of schemes which were wound up by a solvent 
employer get no help from the FAS. This was one of the reasons why the Ombudsman 
found it was an inadequate remedy. The Secretary of State defended this decision: 

we feel that employers who are still solvent have ongoing responsibilities to their 
scheme members.61 

We have some sympathy with this, but it was the Government which allowed employers to 
wind up schemes which were funded to the MFR and it was the Government which set the 
MFR at a rate which did not, in fact, ensure that schemes met their liabilities. In evidence to 
us, the Secretary of State indicated that: 

James Purnell, the Minister of State, is meeting a group of Members soon to discuss 
this particular issue and see if there is anything we can do to help in these cases. If 
there is, Chairman, we will try and find a way to unblock the difficulties here.62 

We asked the DWP to tell us more about what was being done to ensure employers met 
their obligations, and what legal recourse scheme members might have in such a case. We 
were told: 

16. The Government has made it clear that it expects employers to take their 
pension obligations seriously. They made the promise to their employees and should 
make this promise good, when they can. The Government sets the minimum 

 
59 Ev 68 

60 Ombudsman’s report, para 5.174. See also Ev 82 

61 Q 240 

62 Q 241 



24    The Ombudsman in Question: the Ombudsman’s report on pensions and its constitutional implications 

 
 

 

amount that employers should pay into schemes that are in wind up. This does not 
mean that employers cannot pay more than that minimum. 

What legal recourse, if any, do former scheme members have in such circumstances? 

17. Where an employer has met their statutory requirements under pensions 
legislation, a member has a legal recourse only against the trustees and on the basis 
that they had failed to discharge their duties under trust law. For instance, if the 
trustees had entered into a compromise agreement with the employer and accepted a 
lower amount than they could legally demand, the scheme member could challenge 
this action through the courts or raise their concerns with the Pensions Regulator. 

18. There may be other remedies that trustees could pursue in respect of any 
deficiency in the scheme. For example, it might be that the scheme rules specify a 
higher debt on wind-up than the employer debt legislation, or the trustees might 
negotiate with the employer to meet a higher level of debt, even where there is no 
legal requirement to do so. These, and other potential remedies, would depend on 
the specific circumstances of each individual scheme.63 

54. The Government’s response to our questions suggests there is little chance of 
recompense for those who lost significant pension entitlements when their scheme was 
wound up by a solvent employer. The Government cannot simply abandon such 
people; if it is impossible to make employers take responsibility, then it should do so 
itself. 

The Government’s responsibility 

55. The Ombudsman told us  

I did not say, “Write a blank cheque”, but to organise a remedy. … I was looking, 
maybe naïvely, for Government to put its brightest and best people on to thinking 
about how can we organise a remedy that will do whatever Government and 
Parliament thinks is appropriate to provide redress for these people who suffered 
these injustices. I said they should do that by whichever means is most appropriate 
including, if necessary, payment from public funds. I suppose I had in mind there 
that these schemes have got their own assets, they are not devoid of funds, so there is 
money there. I had in mind thinking about changing the law on purchasing 
annuities, which is not the best use of those funds. I did wonder whether the financial 
services industry might be prepared to come in and at least think about the rescue 
package and making a contribution. I thought there might be unclaimed assets and I 
thought about the role that might be played in enforcement action on wind-up and I 
thought about taxpayers’ money, but I did not say, “Write a blank cheque”. I did not 
expect the Government to get out its chequebook, but I also did not expect the 
Government to refuse to even think about what could be done.64 
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56. Successive governments have been clear about the Ombudsman’s value and standing. 
In 1993 the Rt Hon William Waldegrave MP, then Chancellor of the Duchy of Lancaster, 
told the select committee on the Parliamentary Commissioner for Administration that the 
Government “invariably in the end accepted the Commissioner’s say-so”.65 In the Barlow 
Clowes case, the Government ultimately agreed to pay compensation to investors “out of 
respect for the Office of the Parliamentary Commissioner”.66 Similarly, the Government 
agreed to pay compensation to those who had suffered extreme hardship as a result of 
blight caused by the Channel Tunnel Rail Link “out of respect for the PCA select 
committee and the office of the Parliamentary Commissioner”.67 

57. We believe the Government should look again at what can be done. Like the 
Ombudsman, we “want a response which is not about defensiveness and denial, it is 
about constructive engagement and putting things right … not into defending what has 
gone wrong.”68 Like the Ombudsman, we will not tell the Government what it should 
do, or attempt to prescribe a precise level of compensation. We expect the Government 
to work with others to put together a significant package of support. The main 
elements of such a package should include compensation for scheme members, 
regardless of their age, measures to ensure payments begin at the age of 65, regardless 
of whether a scheme’s wind up has been completed, indexation for pensions, and 
security for dependents’ benefits. 

58. We will look closely at any future proposals to lessen the losses suffered by those whose 
schemes closed during the period covered by the Ombudsman’s report. We very much 
hope that our colleagues on the Work and Pensions Committee, who have already been 
examining the Financial Assistance Scheme, will also maintain an interest in this matter, 
since their expertise would be invaluable. 

4 Wider constitutional issues 
59. Government’s official manual, Government Accounting states: 

In the light of the investigation of a case, the Parliamentary Ombudsman will decide 
whether complainants have suffered injustice because of maladministration; and 
whether any injustice has been, or will be, remedied. The Parliamentary 
Ombudsman’s findings on maladministration are final; there is no established 
avenue of appeal.69 

There have been occasions when government has resisted the Ombudsman’s findings and 
recommendations, but these have been extremely rare. The Secretary of State told us: 

 
65 First Report from the Select Committee on the Parliamentary Commissioner for Administration, Session 1993-94, The 

Powers, Work and Jursidiction of the Ombudsman, HC 33, Q 733 

66 Observations by the Government on the Report of the PCA on Barlow Clowes, Session 1989-90, HC 99, para 44 

67 Response to the Sixth Report from the Select Committee on the Parliamentary Commissioner for Administration, 
session 1994-95, The Channel Tunnel Rail Link Bill and Exceptional Hardship, HC(1995-96)819. 
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69 Government Accounting, Annex 18.1, para 5 
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We have nothing but respect for the work of the Ombudsman. In the last year she 
looked at something like 600 cases involving the Department for Work and Pensions 
and we accepted every single one of her recommendations in those cases.70 

Nevertheless, we have been increasingly concerned at the possibility that the Government 
has been treating the Ombudsman’s reports less seriously than it should, and has been too 
eager to contest them. 

60. As we said at the outset, this is only the fourth time that a report has been laid under 
section 10(3) of the Parliamentary Commissioner Act. The first occasion was in Session 
1977-78, and concerned the Department of Transport’s refusal to meet late claims for 
compensation. The second was in session 1994-95, and related to the refusal of the 
Department of Transport (once again) to accept that it had acted maladministratively in 
dealing with extreme hardship caused by blight which was exacerbated by delay in 
determining the route of the Channel Tunnel Rail Link. In both cases, the Government of 
the day ultimately agreed to compensate complainants. 

61. The third case arose earlier this session, when the Ombudsman laid a report A Debt of 
Honour, dealing with ex-gratia payments to former civilian internees in the Far East. We 
have examined both the section 10(3) reports laid this session. We took the same approach 
in investigating the earlier report as we have done to this. We cannot (and would not 
expect to) replicate the Ombudsman’s investigations, and we are confident in the evidence 
she assembles, which is also revealed to the Government. This does not mean that we 
automatically accept her findings without making our own assessment of the 
Ombudsman’s report, the Government’s response and the other evidence available. Our 
approach is to test the Ombudsman’s contentions thoroughly. 

62. As our analysis of the pensions report above shows, we consider the Ombudsman’s 
findings in that instance were well founded. In the case of the Debt of Honour report our 
investigation led the MoD itself to discover that the Ombudsman had been correct in 
suggesting that cases had been decided inconsistently, and reasonable in recommending 
that there should be a review. We concluded that “there is ample evidence to support the 
Ombudsman’s finding of maladministration.”71 

63. Even before these two reports, there were signs that the Government’s relationship with 
the Ombudsman was changing. Although HM Revenue and Customs did not formally 
dispute the Ombudsman’s findings in relation to Tax Credits, on 12 October 2005 Mr 
David Varney, its Chairman, told the Treasury Sub–Committee “We do not see it 
[automatic recovery of over payments] as a case of maladministration and I have written to 
the Ombudsman saying that”.72 The Ombudsman told us: 

… I have read Mr Varney’s evidence to the Treasury Sub-Committee last week and I 
am still unclear about the Revenue’s position in terms of my findings in that report 

 
70 Q 136 

71 First Report of Session 2005-06, A Debt of Honour, HC 735, para 37 

72 Minutes of Evidence Taken before the Treasury Committee (Treasury Sub-Committee) HM Revenue & Customs: 
Spring Departmental Report , Wednesday 12 October 2005, HC 524-ii 
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and we are in discussions. There are some very clear and direct statements made, but, 
in dialogue with the Revenue, I am not sure that the situation is entirely clear.73 

We understand that she remains in dialogue with the Revenue about her 
recommendations. 

64. The Ombudsman has been extremely measured in her response to these developments. 
In her memorandum to the Committee in October 2005, she simply drew attention to the 
Government’s rejection of the key findings in the Debt of Honour report.74 In oral evidence 
on 20 October she was asked about whether there was “growing resistance from the 
Government in terms of accepting these recommendations”. She responded: 

I think the Debt of Honour report is highly exceptional. That is one of the reasons 
I laid it before Parliament. In my memorandum I have invited the Committee to 
reflect on the Government’s response because I think constitutionally it is significant 
and it is highly exceptional.75 

We ourselves raised the issues again on 1 December, when we asked whether the 
Ombudsman thought that “over the years there has been a falling off in the way that 
governments have seen your recommendations?” Once again, the Ombudsman told us she 
saw the problem as an isolated incident: 

I do not see in this a determined attempt by government to resist the Ombudsman or 
to show disrespect for the Office. I would say in all seriousness that in all the work we 
do we see huge respect for the Office across government and in Parliament.76  

65. The Ombudsman’s initial memorandum before we took evidence on the Government 
response to Trusting in the pensions promise had raised concerns that: 

it is entirely inappropriate, within a system of scrutiny of the way in which public 
bodies deal with citizens, for those whose actions are subject to such scrutiny to seek 
to over-ride the judgment of the independent arbiter established by Parliament to act 
on its behalf—and for the Department for Work and Pensions’ response to be merely 
to say that it does not accept that judgment. 

This goes to the heart of the Ombudsman system—and of parliamentary scrutiny of 
the executive—and is a matter on which the Committee may wish to reflect.77 

However, when we took oral evidence on 2 May, she was still reluctant to consider that the 
DWP’s response was part of a wider malaise: 

I do not have an uneasy relationship with the Government. I go back to the whole 
body of work that my office does and the whole body of relationships that we have. 
We are working in a range of ways in addition to the cases that we investigate to seek 

 
73 Second Report of Session 2005-06, Tax Credits: putting things right, HC 577, Q 10 

74 HC(2005-06)577, Ev 3 
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77 Ev 52 



28    The Ombudsman in Question: the Ombudsman’s report on pensions and its constitutional implications 

 
 

 

to make the positive contribution to improving public administration and public 
services that Government says it wants my office to make. We are working with the 
Cabinet Office and DWP on developing principles of good administration, as I think 
the Committee knows. … there is a range of ways in which we have a relationship 
with government which is positive and is not remotely uneasy.78 

When challenged on whether the Government was listening to the Ombudsman, she 
responded: 

I think I am saying it is listening most of the time. There are cases that come along 
from time to time that are difficult, that have a big price tag, that are inevitably going 
to be difficult. The pensions report is one of them. The Ministry of Defence Debt of 
Honour report is a different creature. … The pensions report is big and difficult. I 
have been disappointed by the Government response, not so much by the fact of it 
but by the nature of it and partly the fact of it, but I think it is exceptional and 
extraordinary. It may just be that 10(3)s come along in clusters like these things do 
sometimes.79 

66. It is clear from this that the Ombudsman does not assert that Government is 
challenging her constitutional position lightly. Indeed, as this history of our questioning 
shows, this Committee was concerned even before the Ombudsman made any complaint. 
We therefore take it extremely seriously that the Ombudsman has now told us: 

12. There appears to be an emerging attitude amongst Government 
departments that they can properly, and with impunity, reject my independent 
assessment of their actions, and my findings of maladministration. 

13. As the Committee knows, the Chairman of Her Majesty’s Revenue and 
Customs told another Parliamentary Committee that he did not accept my 
judgement that maladministration had occurred in relation to the administration of 
tax credits. 

14. The Permanent Secretary of the Home Office has recently informed me 
that he does not accept my findings of maladministration in relation to a number of 
immigration cases. 

15. It would appear that DWP’s response to this report has given permission 
for a wider pattern of behaviour to develop. If this becomes a general pattern, or a 
culture, I am sure the Committee will agree that this can only undermine the 
confidence and credibility that is necessary to ensure that the Ombudsman’s office 
can fulfil its role and purpose.80 

67. We share the Ombudsman’s concerns. It is not unprecedented for governments to 
reject findings of maladministration. However, it is extremely rare. Moreover, precedent 
has shown that, even when departments have denied that maladministration has occurred, 
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they have ultimately been willing to offer some recompense out of respect for the 
Ombudsman’s office. The series of rejections of Ombudsman’s reports is deeply troubling. 
This is the more so since such responses are not decided by departments on their own, but 
are raised in discussion across Government.81 

68. We also consider that this series of rejections of Ombudsman’s reports has been taken 
in a way which suggests the Government is paying only lip service to the principle that the 
Ombudsman’s findings should be respected. In preparing for our evidence session, the 
officials involved in the ex-gratia scheme for former civilian internees met face-to-face. 
This was apparently all that was needed for it to become clear that decisions had not been 
taken consistently. If the Ministry of Defence had taken the Ombudsman’s report as 
seriously as it took our evidence session, rather than brushing aside her calls for a review, it 
would have realised its error much sooner. Similarly, despite DWP’s avowed respect for the 
Ombudsman, its response to the pensions report was initially dismissive. On 15 March, the 
day the Ombudsman’s report was published, it produced a written Ministerial Statement, 
and a Press Release in which the then Minister for Pensions, Stephen Timms MP was 
quoted as saying: 

We have studied the report carefully but we reject its findings of maladministration. 
It simply does not make the case. 

For the report to assert that the taxpayer should make good all such losses—however 
they arose—is a huge and unsustainable leap of logic.82 

As we have seen, the assertion that the taxpayer should make good all such losses is 
nowhere in the report. The day after this initial statement, the Secretary of State made an 
oral statement in the House, when he announced that: “The Parliamentary 
Commissioner's report is a detailed piece of work and, of course, deserves a proper, full and 
formal response. It is my intention to publish such a response in the next few weeks.”83 We 
understand the Government’s desire not to raise false hopes among complainants, but its 
handling of the response caused outrage. The Ombudsman herself told us: 

That a full and proper response to my report, including an assessment of what full 
redress might cost and analysis of a range of ways of raising those costs, would take 
some time is not a surprise to me—and I do not criticise the Department for Work 
and Pensions for taking approximately two months to complete this. 

However, it is a matter of regret that this was not recognised by the Department for 
Work and Pensions when my report was published and when I offered them such a 
period in which to reflect on my report—and that, instead, it gave an immediate 
response, making claims that cannot be sustained as to what I had found and 
recommended and what that might cost.84 

Mr Parr told us that what upset him most about the response was: 
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the fact that there was no discussion of it. It was a foregone conclusion. It took, 
I seem to remember, about three minutes in the House, and that was all that was said 
about it. I expected at least there to be some debate and some batting the issue back 
and to, but it just vanished.85 

The way in which the Government responded to the Ombudsman’s report caused needless 
offence. It would have been possible to respond speedily in a way which managed 
complainants’ expectations without this. 

Conclusion 

69. Throughout our discussions with the Ombudsman she has shown a willingness to 
distinguish between findings of maladministration, and recommendations about redress. 
While the Ombudsman does not make recommendations lightly, it is clear that she 
understands that the Government may: 

reject recommendations that I may make, after proper consideration of the public 
interest, and other calls on the public purse, and any other relevant matters. That is a 
decision that it is entitled to take, was one envisaged by Parliament when it decided 
that I would not have powers to make binding recommendations, and would be one 
for which the relevant Department would have to account to Parliament.86 

We believe that such rejections should be rare, but what causes the Ombudsman, and us, 
most concern, is the Government’s increasing willingness not just to dispute her 
recommendations, but her findings of maladministration as well. 

70. It is not unprecedented for the Government to contest an Ombudsman’s finding of 
maladministration. It is, however, unprecedented for there to be so many problems, in 
such a short space of time. Our scrutiny leads us to conclude that the fault lies with the 
Government, not the Ombudsman. 

71. The Ombudsman told us: 

the Department for Work and Pensions (DWP) continues to assert that it can be the 
final arbiter of complaints about its own actions. As the Committee will understand, 
this position goes to the heart of the system of independent scrutiny of executive 
action that Parliament has established; and to the confidence that citizens can have 
that they will receive an effective scrutiny of and outcome to their complaints.87 

We agree that if the Government routinely rejects the Ombudsman’s findings without 
good cause, public confidence in the system will be undermined. The Government has 
recently been too ready simply to reject findings of maladministration, apparently without 
proper study of the Ombudsman’s reports. 

72. We understand the Government may face presentational difficulties if it accepts a 
finding of maladministration, but rejects recommendations for redress. However, we 
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believe it should look at the Ombudsman’s findings without considering the potential costs 
of recompense. The Ombudsman considers that “it is inappropriate for a body under 
investigation to seek to override the judgement of the independent arbiter established by 
Parliament to act on its behalf.”88 Her advice to the DWP was robust: “it is 
maladministration, get over it and let us get on to engagement with the real issues here”.89  
In both the cases we have examined this year, the Government would have done far better 
to have accepted the Ombudsman’s findings and, in consequence, to have considered her 
recommendations properly. Rather than spending time and effort on defending their 
position, Departments would then have been able to discuss what remedies could 
practically have been offered. At the heart of every case of maladministration is someone 
who has suffered injustice. By concentrating its energy on denying findings of 
maladministration, rather than by considering what remedies might be practical and 
proportionate, the Government has caused further distress to complainants. It has delayed 
any resolution of their problems. We hope now that the Government will engage with the 
Ombudsman positively, and start from the presumption that it is her job to determine 
whether or not maladministration has occurred, not its own. 

73. As the Ombudsman said: 

there is an important constitutional point here. I think it is my job to determine 
maladministration. If I make a finding which is wholly unreasonable that no 
reasonable ombudsman can make, and people have, complainants have challenged 
that in the High Court. Now, I am not suggesting for a moment that we should all 
toddle off to the High Court on these issues, but seems to me that there is a starting 
presumption that the Ombudsman knows her job and if I say that there is 
maladministration, I have not reached that view lightly and I do not expect the 
Government or permanent secretaries to say, “We don’t agree” and walk away. They 
can argue with me, of course they can, and I may not be right and this Committee 
may take the view that I have done something completely off the wall. … but I think 
the place for those discussions is not in the Government or in the NHS where the 
Government somehow decides to pick and choose which of my findings it likes. 
There is an important constitutional principle here, it seems to me. This is 
Parliament’s Ombudsman and I am here for a purpose.90 

74. In its response to the Ombudsman’s report, the Government notes: 

The Ombudsman has investigated the complaints put to her in line with the 
Parliamentary Commissioner Act and has reached a view that an injustice arose 
from what she considered to be maladministration. She has quite properly reported 
her findings to Parliament. In the same way, the Government has reported to 
Parliament why it cannot accept them. It has been suggested that the Government’s 
course of action might be to have the Ombudsman’s opinion judicially reviewed, but 
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the Government considers that the proper approach in such a situation is to provide 
its response to Parliament.91 

The Government may be reluctant to use judicial review to resolve its differences with the 
Ombudsman, but an application for judicial review of the Government’s own decision to 
reject the Ombudsman’s findings has been made by four of those affected by the wind up 
of their pension schemes.92 

75. There are precedents for complainants asking the court to review an Ombudsman’s 
decision, but no such precedent for a judicial review brought by Government. The 
Parliamentary Commissioner Act was established to deal with maladministration; ie, 
actions or failures which cannot be remedied in the courts for either legal or practical 
reasons, but which nevertheless cause injustice. To ask a court to review the Ombudsman’s 
findings would effectively make matters which are currently not justiciable subject to 
judicial decision. In these circumstances Parliament’s role would be diminished to that of 
an interested bystander. We believe that when there are disputes between Government and 
the Ombudsman, Parliament is the proper place for them to be debated. 

76. However, this system will only work if the Parliamentary Ombudsman, the 
Government and Parliament share a broad common understanding of what 
maladministration might be and who should properly identify it. If it became clear that the 
Government routinely considered rejection of a finding of maladministration, then that 
common understanding would no longer exist. The first step towards resolving such 
difficulties would be for the House to debate these matters. However, if that failed, new 
legislation might be needed, or the Government could attempt to use judicial review to 
establish where current boundaries lie. We hope it will not come to that. 

77. The Ombudsman’s Office is currently working to establish principles of good 
administration, which she hopes “will be endorsed by all those who are responsible for 
both public service delivery and for formulating the policies which underpin those 
services.”93 This work may diminish some of the differences we have seen this year. We will 
scrutinise its development and its reception by those responsible for delivering services and 
formulating policy. 

78. We share the Ombudsman’s concern that the Government has been far too ready to 
dismiss her findings of maladministration. Our investigations have shown that these 
findings were sound. It would be extremely damaging if Government became 
accustomed simply to reject findings of maladministration, especially if an 
investigation by this Committee proved there was indeed a case to answer. It would 
raise fundamental constitutional issues about the position of the Ombudsman and the 
relationship between Parliament and the Executive. 

79. We trust that this Report will act as a warning to the Government. We will continue 
to monitor the Government’s responses to the Parliamentary Commissioner’s reports. 
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If necessary we will seek a debate on the floor of the House, so that all Members can 
discuss these issues, and re-establish the Parliamentary Commissioner’s role. The 
Parliamentary Commissioner is Parliament’s Ombudsman: Government must respect 
her. 

Conclusions and recommendations 

1. We have made our own investigations. We believe the Government is being, at best, 
naïve, and, at worst, misleading. (Paragraph 21) 

2. In our view, the nature of the Minimum Funding Requirement is not a matter of 
specific and detailed advice: it goes to the heart of the legal framework intended to 
protect pensions at that time. We fully accept that the 1995 Act had been intended to 
improve safety for occupational pensions, and may indeed have done so, but the 
explanatory material issued should have made clear the limitations of any protection. 
(Paragraph 32) 

3. We agree with the Parliamentary Ombudsman that the Government itself prescribed 
the regulatory framework for occupational pension schemes and, as such, was not a 
bystander. Once the Government had chosen to give information about the pensions 
system, that information should have been complete and accurate. Any limitations 
should have been made clear. A reasonable reader would have expected the official 
leaflets on pensions to have covered all the important points about occupational 
pensions. In fact, they did not mention one of the greatest risks. This is clearly 
maladministration. (Paragraph 33) 

4. The Government should have been aware that the Minimum Funding Requirement 
was not properly understood by scheme trustees, let alone scheme members. Official 
information on the MFR was limited, and the information directed at prospective 
scheme members contained nothing about the MFR at all. Government should have 
realised that more clarification was required. (Paragraph 37) 

5. A proper level of accuracy in government information should be a basic principle of 
good administrative practice; for many years, the information provided on 
occupational pensions fell far short of this, and of the Government’s own declared 
standard. (Paragraph 40) 

6. The Government’s response to our questions suggests there is little chance of 
recompense for those who lost significant pension entitlements when their scheme 
was wound up by a solvent employer. The Government cannot simply abandon such 
people; if it is impossible to make employers take responsibility, then it should do so 
itself. (Paragraph 54) 

7. We believe the Government should look again at what can be done. Like the 
Ombudsman, we “want a response which is not about defensiveness and denial, it is 
about constructive engagement and putting things right … not into defending what 
has gone wrong.” Like the Ombudsman, we will not tell the Government what it 
should do, or attempt to prescribe a precise level of compensation. We expect the 
Government to work with others to put together a significant package of support. 
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The main elements of such a package should include compensation for scheme 
members, regardless of their age, measures to ensure payments begin at the age of 65, 
regardless of whether a scheme’s wind up has been completed, indexation for 
pensions, and security for dependents’ benefits. (Paragraph 57) 

8. It is not unprecedented for the Government to contest an Ombudsman’s finding of 
maladministration. It is, however, unprecedented for there to be so many problems, 
in such a short space of time. Our scrutiny leads us to conclude that the fault lies with 
the Government, not the Ombudsman. (Paragraph 70) 

9. We share the Ombudsman’s concern that the Government has been far too ready to 
dismiss her findings of maladministration. Our investigations have shown that these 
findings were sound. It would be extremely damaging if Government became 
accustomed simply to reject findings of maladministration, especially if an 
investigation by this Committee proved there was indeed a case to answer. It would 
raise fundamental constitutional issues about the position of the Ombudsman and 
the relationship between Parliament and the Executive. (Paragraph 78) 

10. We trust that this Report will act as a warning to the Government. We will continue 
to monitor the Government’s responses to the Parliamentary Commissioner’s 
reports. If necessary we will seek a debate on the floor of the House, so that all 
Members can discuss these issues, and re-establish the Parliamentary 
Commissioner’s role. The Parliamentary Commissioner is Parliament’s 
Ombudsman: Government must respect her. (Paragraph 79) 
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Appendix: Disputed reports of the 
Parliamentary Ombudsman 

 

Date Case Action taken Nature of dispute 
 

Outcome 

20/12/1967 Sachsenhausen Laid before 
Parliament as a 
section 10(4) 
report. 

In his initial response to the 
report, the then Foreign 
Secretary said in the House: ‘I 
reject completely the 
Parliamentary 
Commissioner’s allegation’ 
which underlay one finding 
of maladministration. He 
also said that he saw ‘no 
reason why the judgement of 
the Commissioner is 
necessarily better’ than that of 
Ministers. 

Government 
eventually accepted 
that, having 
established his 
Office to undertake 
independent 
investigations, it 
would be 
unacceptable for 
them to reject the 
Ombudsman’s 
findings. 
Compensation was 
paid to the 
complainants. 
The then Foreign 
Secretary later said 
‘The Parliamentary 
Commissioner’s view 
is that our judgment 
was wrong. I am 
willing to accept 
that.’ 

25/7/1978 Rochester 
Way, Bexley 

First section 
10(3) report. 

The then Department of 
Transport accepted the 
findings of 
maladministration but 
refused to accept the 
Ombudsman’s 
recommendation that 
financial redress should be 
paid to individuals who had 
been denied an opportunity 
to make claims for 
compensation in time due to 
the inadequate publicity 
given to the compensation 
scheme by the Department. 
The then Permanent 
Secretary said that he did not 
believe it would be 
appropriate to override by 
administrative action the 

Government 
eventually accepted 
the case for 
compensation, 
following a Select 
Committee inquiry, 
and introduced 
amendments to the 
Land Compensation 
Act 1973 to enable it 
to provide such 
compensation and 
to remove the time 
limits for 
applications set out 
in that Act. 
Compensation was 
paid to the 
complainants and 
others in a similar 
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Date Case Action taken Nature of dispute 
 

Outcome 

expressed will of Parliament, 
which had established the 
scheme and its time limits. 

position to them. 
 

19/12/1989 Barlow Clowes Laid before 
Parliament as a 
section 10(4) 
report. 

On the same day as the 
Ombudsman’s report was 
laid before Parliament, the 
Government published its 
‘observations’ on the 
Ombudsman’s report, which 
had found injustice in 
consequence of 
maladministration by the 
Department of Trade and 
Industry. 
The Government said that it 
did ‘not accept the PCA’s 
assertions either that the 
actions fell short of the 
standards appropriate to the 
regulator in the overall 
context of the case or that the 
actions he criticises had the 
effect he describes’.  

The Government 
said that it had 
concluded that ‘it is 
prepared to offer a 
substantial payment, 
without admission of 
fault or liability, to 
investors in the 
Barlow Clowes 
businesses’. 
This decision had 
been taken ‘in the 
light of all the 
circumstances of this 
particular case and 
out of respect for the 
Office of the 
Parliamentary 
Commissioner’. 
Compensation was 
paid to the 
complainants and 
others in a similar 
position to them. 

8/02/1995 Channel 
Tunnel Rail 
Link 

Second section 
10(3) report. 

The Government’s initial 
response to the report 
refused to accept that 
maladministration had 
occurred or that 
compensation was due. 

Following a Select 
Committee inquiry, 
on 1 November 
1995 the 
Government agreed 
to reconsider its 
position. 
On 18 March 1997, 
the Government set 
out proposals for 
compensation, 
which was then paid 
to complainants. 

12/07/2005 Debt of 
Honour 

Third section 
10(3) report. 

The Government did not 
accept all the 
recommendations made in 
the report. The Committee is 
aware of developments since 
the report was published. 

The Government 
eventually accepted 
one of the two 
recommendations it 
had not originally 
accepted and work 
continues to fulfil 
the second. 
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Date Case Action taken Nature of dispute 
 

Outcome 

14/03/2006 Trusting in the 
pensions 
promise 

Fourth section 
10(3) report. 

Government published its 
full response on 6 June 2006. 

Still to be 
determined. 

 
Source: Ev 60 
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Oral evidence

Taken before the Public Administration Select Committee

on Tuesday 2 May 2006

Members present:

Dr Tony Wright, in the Chair

Paul Flynn Mr Gordon Prentice
Kelvin Hopkins Grant Shapps
Julie Morgan Jenny Willott

Witness: Ms Ann Abraham, Parliamentary and Health Service Ombudsman, gave evidence.

Q1 Chairman: Good afternoon, everyone and a not have surprisedme if INDcases had got to the top
of the agenda a little further on. So I do not think itparticular welcome to Ann Abraham, our

Parliamentary Ombudsman. It is very nice to see is the case that I cannot, but what we are talking
about, of course, is the own initiative investigationyou. This is not one of your arrivals when you come

after your annual report and we generally ask you where, in eVect, I am proactive in that before
anybody brings a complaint to me. What I amannual report questions; this is prompted, in

particular, by a recent special report that you have saying is there are actual complaints in theOYce and
it is something that I suppose we could choose todone on occupational pensions, although we shall of

course ask you other things too, as we always do. consider a special report on.
You have given us a memorandum. Would you like
to kick oV by saying a few things? Q4Chairman:Are there complaints in theOYce that
Ms Abraham: In relation to the memorandum? bear directly on the current issue?

Ms Abraham: Not that I am aware of, no.
Q2 Chairman: You may tell us whatever is on your
mind, really.

Q5 Chairman: Does it seem to you bizarre, though,Ms Abraham: There are lots of things on my mind!
that we can have inquiries into all kinds of things,I do not have any prepared opening remarks,
some relativelyminor (although no doubt importantparticularly. I have given you the memorandum, I
to the people concerned), we can have demands forhave covered the areas that I thought the Committee
Ministerial Code investigations if there arewould be interested in and I am happy to respond to
extremely minor accusations that you can append toany questions and provide any further information
a Cabinet Minister, but when we have a case ofthat the Committee needs.
monumental maladministration we have not got a
mechanism to get in there and inform ParliamentQ3 Chairman: Can I ask you something else, and the public about what happened? You are thecompletely diVerent, to start with? I have been only mechanism that Parliament has available to it.struck in the last few days, listening to all this stuV What I think I am saying to you is: could you notabout the Home OYce, that here is an example of find a way to get in there? If someone came to youmassive maladministration, on any test, leading to who said: “I have been aVected by what hasinjustice. It would have been the most obvious thing happened. For example, I have been involved as ain the world, it seems to me, to try to find out what victim of crime, or my family has been involved as areally went on by having someone like you, whose victim of crime, consequent upon the release into thetrade it is to investigate maladministration leading community of somebody who should have beento injustice, to get in there, see all the papers and tell deported, because of the maladministration”, couldus exactly what happened. An Ombudsman in some you look at such a case?countries would do that. Is it not a great disability Ms Abraham:Yes, I think I could. If somebodywentthat you cannot? to a Member of Parliament and the Member ofMs Abraham: I am not sure I would agree that I Parliament decided to refer that case to me, then Icannot. It is interesting that you mention the Home could look at it.OYce and IND. If you look at (in fact, you cannot

look at it because I have not published it yet) the
annual report statistics for the year just closed, IND Q6 Chairman: You would be very willing to do so

Ms Abraham: Every case I look at I would look atis one of the major customers of the OYce; it is not
up there with DWP and the Revenue but it is a its merits; I would look to see whether there was

prima facie evidence of maladministration, I wouldregular major customer, and in fact we have been
considering whether we ought to perhaps be more look to see what the injustice was and I would look

to see whether there was a worthwhile outcome, butthemed in our IND investigations in recent months.
So, I suppose, in the same way as tax credits got to in principle there is no reason why I could not look

at it.the top of the agenda for us a year or so ago, it would
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Q7 Chairman: This Committee has urged you and in context and in the context of all the other work
that the OYce does. So, in the course of last year, weyour predecessors over the years, and we probably

should repeat saying this, that we have some kind of did 3,600 investigations andwe upheld complaints in
around two-thirds of those. In relation to the DWP,mechanism so that when there is demonstrable

maladministration going on leading to injustice, this the department in question here, we did 600 or more
investigations and they only rejected our findingsinstrument that Parliament has invented, the

Ombudsman, has to be able to get in there and recommendations in one of them. So if you look
at the degree of non-compliance, I think in thesomewhere, and Ombudsmen, over the years, have

been rather hesitant to do this. When we have a case course of last year we had one GP who refused to
apologise for striking somebody oV their list; we hadof this kind, do you not just itch to do what

Parliament wants you to do, which is to go and find the Ministry of Defence, who are, perhaps, now
coming round to our way of thinking, and we hadout what is happening?
the DWP. Obviously, it is a big case and it is anMs Abraham: I always itch to do what Parliament
important case, but I think it has to be seen in thewantsme to do.However, I workwith the legislation
context of all the other work that the OYce does andas it stands. If I think back to 18 months ago, when
all the other cases where our findings and ourthis Committee was, I think, pressing me very hard
recommendations are not resisted.to do a themed investigation into tax credits, I did

not do that exclusively because the Committee Chairman: As you say, in the Ministry of Defence
case you have been entirely vindicated, and we maypressed me to do so but it was very clear to me, from

the number of complaints that were coming to us ask you later on how you think that is going in terms
of what the Government is now saying. However, ofand from the concerns that were being expressed by

Members and by this Committee, that it was course, the big one—the really big one—is the
occupational pensions one. I am going to asksomething on which we should do more than a case-

by-case investigation. So I suppose we are reactive; colleagues if they want to explore that with you for
a while.we are driven by the cases that come to us directly as

Health Ombudsman or through Members in
relation to Parliamentary work. You and I have

Q9 Jenny Willott: You suggested in yourtalked before, and I think I have spoken to the
memorandum that it might be okay for theCommittee, about whether the time might have
Department of Work and Pensions to accept thatcome for a review of the legislation, which is coming
they committed maladministration but not acceptup to 40 years old. What is a fit-for-purpose
the recommendations. Do you think that that wouldOmbudsman in the 21st Century, 40 years since the
have been an acceptable response from the1967 Act? I think the time for that debate is
Department?appropriate and maybe that is one of the things that
Ms Abraham: I think it would have been a morewe should look at there.
acceptable response. I think there is a proper
distinction to be drawn between acceptance of the

Q8 Chairman: Thank you for that. You have said Ombudsman’s findings of maladministration and
that you will respond positively if a Member of whether that maladministration has led to injustice.
Parliament brings a case to you, and I think that is a I think that is absolutely the Ombudsman’s territory
challenge to us to enable you to get in there and do and the Ombudsman’s right. Obviously, this
the kind of work that needs to be done. On the Committee will, no doubt, tell me if it thinks I have
whole, you do get in there—you do find ways of lost my reason and have reached findings that no
getting in there. I want to turn now to the special reasonable Ombudsman could ever find. I hope we
report that you produced recently and to ask you never get there. But I think that is not the
this: I wonder if you are pushing the Ombudsman Government, and I think the exchanges in
envelope out a bit because you have just produced Parliament have made it perfectly clear that
this report, which is under Section 10(3) of your Members fully understand that it is not for one of the
founding statute, and you produce these reports parties, in eVect, to a dispute to actually seek to
when you have recommended something that the overturn the judgment of the judge in the case or, as
Government has not agreed to. Now, in the whole somebody said to me, it is like being pulled up for a
history of the Ombudsman’s OYce, over the last 40 foul and seeking to send the referee oV the pitch.
years, there have only been four such reports and That is not the way the system works. So I think that
two of them have been in the last two years. Does is serious, and I have been concerned about the fact
this tell us that you are going into territory that other of the Government’s rejection of the findings but,
Ombudsmen have not been into? Does it tell us that also, the manner of it. I think if it were regularly the
governments are less receptive to your case that government departments and agencies in
recommendations and, therefore, there is some the NHS refused to accept my recommendations, I
looming diYculty here, or is it just one of those would be concerned, but, as I have said, in 99.9% of
things? cases they do accept them. So I think the system has

been designed where I find that there is unremediedMs Abraham: I do not know the answer to that and
I suspect that it is a mixture of things. I do not see injustice as a result of maladministration but I bring

that to Parliament. That is what I did in the MoDthat I amgoing into territory that otherOmbudsmen
have not been into. I do not see that Government case and although I amdisappointed that I had to do

that I think that is the system and I think it hasis particularly resisting my findings and
recommendations. I think this report has to be seen worked well. In relation to the report on
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occupational pensions, I did try to say in the report Ms Abraham: I cannot say that I have taken a
particular view on that and my report does notthat there were big issues here which it seemed to me

needed to be thought about and reflected on, andmy attempt to speculate about the future. Obviously,
there is a scheme going forward but that is about therecommendations were that the Government

consider its response, and they took some time to do future and this is about events in the past.
so. I think what concerns me is that they said: “We
don’t want anymore, thank you verymuch. It would Q13 Jenny Willott: There are a number of issues
only raise expectations and we are not even going to raised about the diVerence between policy decisions
consider what you say.” So I think there are serious made by the Government and administration by the
concerns and I would hope that the Committee Government as to what is your remit and what is
would be equally concerned about themanner of the not. It could be looked at that the Financial
Government’s response. However, I do think, if we Assistance Scheme was a policy decision by the
are talking about issues of the scale that I saw in the Government that showed the extent to which they
pensions report, that there are real issues about how were prepared to compensate people for the losses
to put together a solution to the problems that these and, therefore, by your recommendations you are
people have faced, and the extent to which the eVectively trying to overturn a government policy
taxpayer should contribute to that and what the decision. How would you defend yourself against
right solution should be. Those are quite properly that charge?
matters for government and for Parliament and I see Ms Abraham: I certainly do not see it that way. I
no reason at all why those matters should not go have been very concerned, and it is one of the points,
forward for debate in the proper place. That is why really, about the manner of the Government’s
I draw the distinction. response, about the way in which the Government’s

response has asserted that the report said things and
Q10 Jenny Willott:Do you think that the argument then challenged them when the report never said
is getting stronger for the Ombudsman to have the those things. If you go back to the judge and jury
power to make the final recommendations? metaphor, it is almost as if not content with wanting
Ms Abraham: I think if this happened regularly then to be judge and jury in its own case it also wants to
the argument would get stronger. I think it would rewrite the judgment and criticise it on the basis of
completely change the nature ofmywork, the nature the rewritten version. If you go to the heart of this
of the relationship with government, the nature of report, which is all about the oYcial information
the relationship with Parliament, and I think it that was published and the statements that were
would be unfortunate if a system that has worked made, the findings there, I have been told, were
pretty well, really, for 40 years had to be completely unsustainable. Well, I have looked very carefully at
overhauled on the basis of one report and one the Department’s own standards for oYcial
government response to it. information, in terms of accuracy and completeness,

clarity and consistency, and I have looked at the
oYcial information against those standards. It fails.Q11 Jenny Willott: Can I ask you more about the
There is nothing clever or complicated about that,specifics of the report itself? I have to declare a
there is nothing technical or actuarial about that; itconstituency interest, along with a couple of my
fails simple tests that the Department set itself. Icolleagues: I have a lot of people in my
think, therefore, to come back to your question, theconstituency who are former employees of Allied
suggestion somehow that I have made assertions, ISteel and Wire, as I represent CardiV, and one of
have entered into territory which is not mine, Ithe things that a lot of them are very angry about is
simply do not see. On the question of the injustice,the Financial Assistance Scheme and the fact that,
the report draws a very clear distinction between theI think, 15 people in Wales have received
injustice relating to lost opportunities to makecompensation so far, and the largest amount was
informed choices, which I lay very clearly at the doorabout £600-odd. If the Financial Assistance
of the maladministration identified in the report. InScheme had been more generous and covered more
relation to the financial losses, I saypeople, would your recommendations have been
that the maladministration was a significantany diVerent?
contributory factor, although other factors wereMs Abraham: I suppose the simple answer to that is
found. I keep coming back to what does the reportyes, and then a caveat that it depends. I think what
actually say, not what the Government response isthe report does seek to do is to actually describe the
saying that it said.injustice, and under the section which asks whether

that injustice has been remedied, one of the possible
remedies is the Financial Assistance Scheme, and the Q14 JennyWillott:One of the main issues of dispute
report explains why it does not cover all of the with the Government is the fact that the
people and all of the injustice that has been Government says it is going to cost £15 billion to do
identified here. what you are asking them to do, and that is clearly

being disputed by a lot of people. Have you done any
estimates aboutwhat you think the potential costs ofQ12JennyWillott:Ormost of them, Iwould say.Do

you think that the Pension Protection Fund which your recommendations are?
Ms Abraham: No, because I do not makehas nowbeen introducedwillmean that there are not

future problems in a similar vein, and are you recommendations that had any sort of cost to them.
Again, if you look at the assertions, the assertionssatisfied that does actually cover the future?



Ev 4 Public Administration Select Committee: Evidence

2 May 2006 Ms Ann Abraham

that have been made talk about the causal that that starts then moving across from issues of
maladministration into policy and do you think itconnection between the leaflets and people’s

decisions, and then this is Lord Hunt in the Lords: starts questioning whether or not it is actually in
your remit?“The Ombudsman’s recommendation is that the

Government should pay £15 billion over 60 years”. Ms Abraham: No, I do not think that, and in all the
I never said that. The report does not say that. The work that I do I think I try very hard to ensure that
recommendations do notmake recommendations of I am not crossing boundaries which it would be
any figures, and I have not done the estimates. inappropriate for me to cross. I think, from time to

time, I see things where the administrative
consequences of a policy arematters that are causingQ15 Jenny Willott: But they do have a price tag
hardship and injustice, or contributing to it, but it isattached, even if it does not say what it is. I was just
not for me to take a view. I would bring thosewondering if you have done any work around how
matters to the attention of Parliament. I think themuch.
tax credits report actually did separate quite clearlyMs Abraham: No, I have not done any work and I
the issues that I thought were matters ofam not entirely sure I would say that they do have a
maladministration and issues which had come to myprice tag because, actually, what the report says is
attention which were not for me to take a view onthat in terms of the recommendations and in relation
but I thought were properly considered in anotherto the fact that maladministration was a significant
place. So I do not think I have strayed into thatfactor amongst the causes of the financial losses, the
territory, and I have to say one of the points in thisGovernment should consider whether it should
investigation where my own sense of outragemake arrangements for the restoration of the full
actually was heightened was when I was being toldpension and non-core benefits promised to all those
in the Department’s response—and as has been saidwhom I have identified as fully covered by my
subsequently—that my report failed to demonstraterecommendations, by whichever means are
that the people who had complained to me hadappropriate, including if necessary by payment from
actually read or been influenced by the oYcialpublic funds, but there are other funds around.
information thatGovernment had provided. I think,These schemes have funds in them. This report does
again, it was said in the Lords that there could be nonot say, as has been asserted in, I think, the DWP
causal connection. I did cover this in the report butnews release on the day: “For the report to assert
maybe I can quote from the report to you today. Ithat the taxpayer should make good all such losses
said then that the Government had said in itshowever they arose is a huge and unsustainable leap
response—this was before the report wasof logic”. Well, it might have been if I had made it,
published—that the report fails to demonstrate thatbut actually the only unsustainable leap of logic that
decisions taken by individual scheme members wereI have seen is that it cannot be maladministration if
directly influenced by government information.it comes with a high price tag.
What I said in response to that was that chapter two
of my report shows that complainants told me thatQ16 Jenny Willott: Going on from that point, is this was the case and many of them providedthere a point where the cost of your examples of the leaflets on which they relied. I foundrecommendations are so high that they do, no reason to doubt what those people told me andeVectively, become a policy announcement? in making this response the Government appears toMs Abraham: That is an interesting question. I question both the credibility of the people who havewould hope not, but whether it is a policy question complained to me and my judgment in assessingor whether it is a question which is properly debated, their credibility. That was at a point where I reallydiscussed and decided upon by Government and did feel that this was not just an attack on myParliament—I think that is what I am trying to say judgment; it was an attack on the honesty andhere—that, actually, I think the report identifies. I credibility of the people who had complained to me.tried very hard to write what I thought was a It did seem tome frankly that those people had gonemeasured and thoughtful and considered report, through enough in losing their pensions withoutand to deliver that in a way which would enable the having their integrity attacked by governmentGovernment and Parliament to consider the best oYcials and ministers.way forward. So the fact that it has been, I would

say, attacked in the way it has and that my findings
have been attacked, I think is unfortunate. Q18 Jenny Willott: Are you hopeful, from past

experience, that the Government may act in time?
Ms Abraham: I do not know. I have been confusedQ17 Jenny Willott: Can I ask one final point, which
as to exactly when we were going to see the finalis that one of the issues that could be raised about
response. Having read back through the statementsthis is that not everybody—because it is a systemic
that have been made, from how I read this we haveapproach and you were looking at whether in
had the final response; we have just not had the fullgeneral there was a problem with the system—who
response. That is what is promised so I will wait tohas been aVected by the loss of their pension has
see that with interest. There are issues here inactually been aVected by the maladministration and
relation to the investigation itself and there are issuesthere is not necessarily a link to say that one hundred
of principle in relation to the constitutional positionpercent of people who have lost their pensions has
of the Ombudsman. Obviously, I would be gratefulactually been as a result of maladministration—and

you also make the point in the report. Do you think for the Committee’s consideration of those strands.
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Q19 Julie Morgan: Do you feel your relationship Q23 Julie Morgan: Do you have any view on that
action?with the Government is an easier one than people

previously had in your position? Ms Abraham: Absolutely none. I have not looked
at it.Ms Abraham: I have absolutely no way of knowing

the answer to that. I do not have an uneasy
relationship with the Government. I go back to the Q24 Julie Morgan: You said earlier on that you feel
whole body of work that my oYce does and the there is a direct link between the maladministration
whole body of relationships that we have. We are and the losses that people have incurred and that
working in a range of ways in addition to the cases complainants came to you and gave you that sort of
that we investigate to seek to make the positive evidence. How many people gave you evidence
contribution to improving public administration about that?
and public services that Government says it wants Ms Abraham: I do not have the numbers
my oYce to make. We are working with the Cabinet immediately to hand. We had 200 complaints. We
OYce and DWP on developing principles of good had four lead complainants and we did a survey of
administration, as I think the Committee knows. I the 200 people and the report has all the detail here.
had a very useful, productive and proactive dialogue About half the people who responded to the survey
with the Home OYce around the introduction of the were able to quote from or give us copies of the dog-
Victims’ Code, planning for that and thinking about eared leaflets in their files that they showedmy team.
how a joined up approach to complaint handling A substantial number of people were able to show us
amongst the criminal justice agencies could most evidence that they had seen those leaflets and relied
eVectively work. I have been talking to the National on them.
School ofGovernment about contributing to the top
management programme so there is a range of ways

Q25 Julie Morgan: You are able to make a clearin which we have a relationship with government
link between the maladministration and the losseswhich is positive and is not remotely uneasy.
that people suVered?
Ms Abraham: I would make it clear that again a
lot has been said about what the report does notQ20 Julie Morgan: Do you think you are more
say. I would like to be clear about what it does say.challenging, more orientated towards fighting for
There were a number of illustrations of injusticepeople’s rights, than is normal for someone in your
that we identified. First of all, we talked about theposition?
lost opportunities to make informed choices. As aMs Abraham: It is not my job to fight for people’s
result of relying on information that was producedrights. It is my job to investigate and make decisions
by government bodies, people had no idea of theon complaints of maladministration and poor
risks that there were to their schemes and howservice. We are not short of work but I do not see
reliant they were on the security of the employer.myself as a champion of people’s rights any more
There were lost opportunities to make informedthan I see myself as an apologist for government
choices about their pension options. Very simply,bodies and the NHS.
if you were aware that your pension was only as
secure as your employer was, you might not have

Q21 Julie Morgan: I also have a constituency chosen to put additional, voluntary contributions
interest with the pension issue because I have a into the pension scheme. You might have put that
number of constituents who are Allied Steel and money somewhere else. People simply were not
Wire pensioners or were connected with them. Over aware and could not make those informed choices.
2,000 people in the CardiV area have been aVected We talked about injustice in terms of outrage and
and only a tiny number have had any benefit from distress and then we talked about the hard financial
the Financial Assistance Scheme so I feel very much losses in terms of loss of considerable portions of
that this is a case of injustice and welcome your pensions. That is where we said that the
report. I wondered if you were able to comment on Government maladministration was a significant
the fact that Amicus and Community are going to factor amongst others. We did not say it
the European Court on 1 June about the failures of was exclusively the consequence of the
successive governments, Conservative and Labour, maladministration. The fact was that we identified
to implement the European Insolvency Directive it as a significant contributory factor amongst
by 1983. others. I said very clearly, I thought, in the report
Ms Abraham: There is very little I can say about that I was not saying that the Government had sole
that. It was something that, before we commenced responsibility here. I could not see how the
the investigation, we looked at to ensure that it did Government could say it had no responsibility
not in any way constrain the investigation of here.
complaints that had been made to me. I had a very
clear view and very clear advice at the time that it did

Q26 Julie Morgan: You say you do not have anynot. It is a diVerent tack, if you like.
costings for what your recommendations would
result in. Do you have any idea of the numbers of
people involved?Q22 JulieMorgan:Youwere not able to look at that

because it was going to the Court? Ms Abraham: The number of people aVected is the
85,000 that has been generally recorded. I did notMs Abraham:That was not a complaint made tome.

The complaints that were made tome were diVerent. get into any attempt to cost these recommendations
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because the recommendation was that Government identify, that more than one government was
should take the lead in developing a solution. It was involved here. The report, before it goes into the
not that the Government should immediately go detail of the oYcial information in the leaflets that
and write a cheque. were published, shows in a preamble to that what

the evidence told me about the role Government
had taken upon itself in relation to these matters.Q27 Julie Morgan: When the Government
What I identified is that the design and operationannounced the Financial Assistance Scheme, it did
of the legislation and regulatory framework wassay it would be reviewed fairly shortly. Do you
Government designed; Government promoted thehave any idea or any indication when this review
benefits of occupational pension schemes;will take place?

Ms Abraham: I do not have any information Government talked about the need for greater
about that. financial education. It saw itself as having a key

role in promoting better education and inflation
about pensions. It said at the time that this oYcialQ28 Julie Morgan: Do you think that a review
information in these leaflets was aimed to assistcould sort out some of these issues?
people to make informed choices about theirMs Abraham: That would depend on the review.
pension options. The department in its successive
forms set itself standards for oYcial information.Q29 Paul Flynn: Could I declare an interest? I have
It talked about accurate, complete, clear anda constituency involvement and a member of my
consistent. It talked about complete meaningimmediate family lost his pension in Allied Steel
containing no significant omissions. Successiveand Wire. Is not the nub of this what you said, that
governments were not bystanders here. They tookthere could be no maladministration if the price tag
it upon themselves to have a role and that is theis too high?
backdrop to the specific finding ofMs Abraham: I talked about that in terms of an
maladministration in relation to the oYcialunsustainable leap of logic. It is not my way to
information I looked at.bandy around that kind of language.

Q30 Paul Flynn: Do you think, if your report Q32 Paul Flynn: If we take the argument that the
required compensation in thousands rather than Government has put forward about the causal link
billions, you would have had no adverse reaction between the advice that was read, is it likely thatfrom Government? most people read it in retrospect rather thanMs Abraham: The reaction was likely to have been

reading it at the time? With the experience we havediVerent. I am well aware that there is potentially
on how few people read government advice on thisa high price tag here. I am very aware that when
or any other matter, is it not likely that the wholethere is a high price tag there is a proper debate to
atmosphere then was that occupational pensionsbe had about contributions from the public purse in
were a better deal than personal pensions and yougovernment and Parliament. I have absolutely no
would certainly not get ripped oV if you went intodiYculty with that. I am a taxpayer like everybody
them; that the information coming from theelse. What I find very diYcult is to be told that my
pensions industry and from the employersfindings and conclusions are unsustainable. I think
themselves was to build up a feeling of confidencemy findings and conclusions are very
in the system that was not justified? Is it reasonablestraightforward. I suppose I need this Committee
to blame it all on government leaflets which wereto tell me if I have taken leave of my senses but I
read at the time probably by very few people?do not think the report shows that.
Ms Abraham: That is not what people told me.
People did produce pretty dog-eared copies ofQ31 Paul Flynn: After the Maxwell scandal in 1990
leaflets that they had had in files for some time.the Pensions Act was designed to put that right. I
There are two things I would like to say. One, tosee it was heralded by the Government at that time
bring it down to the hard findings ofin 1996 and they said that changes were needed as
maladministration about the oYcial information,the Government wanted to remove any worries
because that is what the report says led to thepeople had about the safety of their occupational
injustice. There is lots of other stuV in the reportpensions following the Maxwell aVair. The
about actuarial decisions and MFRs but it is theminimum funding requirement was intended to
oYcial information that I am critical of. I talkedmake sure that pensions are protected whatever
about information that was inaccurate and youhappens to the employer. That seems to be a fairly
have quoted the 1996 DSS leaflet which said thatclear statement made by another government in
pensions are protected whatever happens to the1996. Do you think this has aVected public opinion
employer. They were not. The leaflets that wereand perception of occupational pensions and do
incomplete, 1998–2004, posed questions like,you have anything to say about the role that the
“Should I join my employer’s scheme? How do Ioccupational pension industry put on the
know my money is safe?” They did not sayConservative Government to weaken the 1995 Act?
anything about the scheme being only as secure asMs Abraham: I do not think I have anything to say
the employer and they did not mention the risk toabout that specifically. My report has a very
pension security on wind-up. How does that passdetailed chronology of the events which go back

before the legislation came in. It is the case, as you the no significant omissions test?
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Q33 Paul Flynn: What John Hutton said in his legitimate decision for government and Parliament.
It is not one that I would have anything further toparliamentary statement was that the leaflets were

general and introductory in nature. They were not say about. What I am concerned about is a
response that says my findings ofa full statement of the law. They made both these

points clear. Did they? maladministration are unsustainable as are the tests
that I have applied in relation to this oYcialMs Abraham: I do not think they did. I would

quote back to DWP its own standards for oYcial information. What is wholly unreasonable about
those tests?information: “Information should be correct and

complete”—DWP’s own public information policy
statement—“Information should be appropriate, Q36 Paul Flynn: I accept that entirely. Do you
relevant, correct, up to date, clear, concise. Any think it is reasonable in future, when huge sums of
information we provide must be timely, complete taxpayers’ money are involved in this, that the
and correct.” I would also quote back to DWP its entire responsibility should be taken up by
own Secretary of State on issues of burden of proof government? There were trustees who were
and redress. This is a response to a previous supposed to look after the interests of these
report by one of my predecessors: “The giving of pensioners and there were the firms themselves.
wrong information by government departments is Most employees did not expect their employers to
inexcusable. There is a clear responsibility to ensure behave like a bunch of crooks and take their
that the information provided is accurate and money. Is it right that the government should pick
complete. As a matter of principle, we believe that up the tab in every instance and the trustees and
when someone loses out because they were given the employers get oV the hook?
the wrong information by a government Ms Abraham: The report does not say that.
department they are entitled to redress.” This is not
some standard or test that the Ombudsman has Q37 Paul Flynn: I am sure it does not but that is
dreamed up. This is me assessing the department the situation surely?
against the test that it set itself. Ms Abraham: I do not see why that should be the

case. Some of these schemes have resources. There
are issues of law and the structure of the wayQ34 Paul Flynn: There was an absence in these
payments might be paid. There is the issue ofleaflets, I understand, of any suggestion that people
annuities. These are not matters for me. In termsshould seek any financial advice or give any
of why I thought the government should take theinformation that was crucial if they did not want
lead here in developing a solution, developing ato.
solution does not mean writing a blank cheque; itMs Abraham: The no significant omissions point is
means developing a solution. Government canthe one that hits home for me. If you think about
make changes to the law. Government can makewhat were the biggest risks in relation to these
changes to the regulatory regime. There is anschemes, the security of the employer and the
infrastructure that government has that it canposition of non-pensioners on wind-up were huge
apply. It has collection and enforcement powers.risks.
The report never says anywhere, although it has
been asserted that it does, that the taxpayer shouldQ35 Paul Flynn: Your recommendations apply to make good all these losses, however they arose.everyone who was in a final salary scheme in the

relevant period, regardless of whether they read the
Q38 Paul Flynn: The Government has made a finalleaflet or not. Is that reasonable?
statement on this and they have now promised usMs Abraham: I quote the department’s own
a final, final statement.principle back: “We will also provide redress for
Ms Abraham: I think it is a full, final statement.those people who were wrongly informed and who,

had they known the true position, might have made
Q39 Paul Flynn: Do you have any inkling whatdiVerent arrangements.” The burden of proof here
might be in it?in past cases has been recognised by government to
Ms Abraham: I do not know.fall on the Government to demonstrate that it
Paul Flynn: Were you consulted about thehad given oYcial information that was complete,
proposals to change the Ombudsman’s term ofcorrect, clear and consistent. In these
oYce to an eight year non-renewable one?circumstances, that is not so. On the point you
Chairman: Can we stay with the pension report formake about the extent to which redress should be
the moment, unless you have established a subtleapplied here, what is the right solution in these
link between the two?circumstances with these findings of

maladministration by the Ombudsman, I have
asked government to consider what should be the Q40 Paul Flynn: I think there might be. Do you see

yourself staying in oYce for a suYcient time tosolution here. What I find diYcult is a response that
says, “No, we are not even going to consider that.” make sure that justice is done to the pensioners

involved?It is entirely right and proper for government and
Parliament to say, “That is all very interesting. The Ms Abraham: Might I briefly answer the question

because there is a very simple answer to it. Yes, IOmbudsman made these findings. We accept that
but the recommendations for redress are more than was consulted and, secondly, it does not aVect me

personally.the public purse should properly bear.” That is a



Ev 8 Public Administration Select Committee: Evidence

2 May 2006 Ms Ann Abraham

Q41 Mr Prentice: Why do you think the If you look at the conclusions, including the
conclusions on the decisions to change the MFRGovernment has rubbished your report and why

did they do it within 24 hours of your report’s basis, those are all findings of maladministration
based on process. Nowhere does it say that it waspublication?

Ms Abraham: There are two questions there. In a a wrong decision or that the actuaries got it wrong.
Frankly, for the government actuary who is infunny way, I am not sure it has rubbished my

report. I think it has rubbished a diVerent report. eVect an adviser to the body of jurisdiction to
advise me anything at this juncture feels a bitI was trying to do this all along in relation to the

investigation, certainly in the latter stages. I was strange. I took actuarial advice in order to assist
me in understanding the concepts. I did not rely ontrying to get the department to address what the

report did say rather than attack what it did not it at any point in the report.
say. So far I seem to have singularly failed to do
that. That may be something to do with my powers

Q46 Mr Prentice: Reading your report, we allof persuasion. Why so quickly? The response that
understand the trauma that people have felt. Youis in the report which I had from the Permanent
talk about people committing suicide as a result ofSecretary was that they did not want two months
all this. I wonder where the responsibility really lies.to think about it because that would only raise
Paul asked you about the trustees and theexpectations unreasonably and they did not want
Government would say—I use this expression allto do that. Equally, the Secretary of State has said
the time myself—it is a big, nasty, capitalist worldsubsequently that the report does deserve a
out there. The Government cannot be responsibleconsidered and full response so I am waiting for
for everything. It is the trustees involved in thethat.
individual schemes that are responsible. You say
very little about the role of the trustees in yourQ42 Mr Prentice: The Secretary of State for Work
report, notwithstanding the fact that one of yourand Pensions told the House on 16 March that
representative cases is a trustee. Why did you notthere would be a full response in the next few weeks
say more about the role of the trustees inand I am just wondering what is delaying things.
monitoring these schemes?Ms Abraham: I have no idea.
Ms Abraham: I suspect, like me, you will know the
circumstances of many of these trustees. Some of

Q43 Mr Prentice: Why did you not let the them were trade union members. Some were
Government see the actuarial advice that you relied pensioner trustees. In a past life I have been in a
on in constructing your report? situation where the charity that I worked for had
Ms Abraham: Because I did not rely on it. I had a its own pension scheme with lay trustees. I was not
couple of exchanges with DWP about this and, in investigating their role. I was not saying they had
a way, I wish I had let them see it now because it no responsibility. A number of the people who
still seems to be itching away. complained to me were trustees and they expressed

themselves to be similarly confused by, misled by,
Q44 Mr Prentice:Will you let them see it following the government information as were the other
this meeting today? scheme members.
Ms Abraham: I may well because it still seems to
be an issue. There is a summary of the advice in

Q47 Mr Prentice: The fourth representativethe report annexed as a summary. I explained that
complainant was a trade union nominated trustee.I wanted some help from an actuarial adviser to
You say nothing about the role of the trade unionshelp me understand some of the concepts here, to
in your report, so far as I can gather. What wereeducate and inform me, but there is nothing in the
the trade unions at this time advising their membersactuarial advice that I rely on in relation to any of

my conclusions. who happened to be trustees of occupational
pension schemes?
Ms Abraham: I did not investigate the role of theQ45 Mr Prentice: People out there would think it is
trade unions or the trustees as such but I think mycritically important that you make this information
report does say something about the role that tradeavailable because the Secretary of State told us on
unions and trustees could have played if they had16 March that the government actuary has advised
not, in the phrase of one of the complainants, beenthe Ombudsman that if the advice was not
sleep walking into disaster here. I have been on thedisclosed it made it impossible for anyone to
receiving end of a trade union that made veryunderstand the basis on which she reached her
strong representations about the level ofconclusion that the Government was guilty of
contributions to an occupational pension schememaladministration. It is kind of important that you
because of concerns about under-funding. Themake this information available, I suggest.
point here is the ability of scheme members to takeMs Abraham: With respect, I do not think it is
that remedial action. That is one of the injusticesimportant in terms of the substance. None of my
that I identified in the report. They did not knowconclusions turn on anything that the actuaries
that there was any need to take those sorts ofsaid. At the time, I thought it was a diversionary
remedial actions because they had understood thatand delaying tactic and I had no idea what on earth
the scheme was safe whatever happens to theDWP was going to do with my actuary’s advice, all

65 pages of it, other than seek to second guess it. employer.
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Q48 Mr Prentice: I am a lay person in these I hope, that there was a variety of factors which
matters, grappling. It is very complicated stuV. contributed to these losses and the government
Ms Abraham: No, it is not. information was one of those. Very simply what the

report seeks to say—I had hoped to try to do it in
a very measured, considered way, recognising thatQ49 Mr Prentice: Is it not?
there were substantial price tags potentiallyMs Abraham: The subject matter is complicated
attached to this—to Government was, “You tookbut the issues are simple.
this role upon yourself. You took upon yourself the
role of being the educator, providing oYcialQ50 Mr Prentice: What about the professional
information. You did not have to do that. There isadvisers? Were they sleep walking like the trade
no statutory requirement to do that. You said youunions? What were they saying throughout this
would promote these schemes. You cannot say youperiod? What were the professional trustees doing?
have no responsibility here and you cannot turnMs Abraham: They were doing a variety of things.
your back on these people.”I talked to the actuarial profession because I was

very interested to understand what the profession
was saying to its members and to government. The
actuarial profession did understand the risks, did Q53 Mr Prentice: You were previously chiefwarn the Government that scheme members and

executive of the Citizens’ Advice Bureau that dishescertainly scheme trustees did not understand the
out a million and one leaflets on every subjectrisks and made recommendations that action
under the sun. You would not believe any moreshould be taken here, which again is one of the
than I would that every leaflet, whether it is healthdecisions that I looked at. I have not found
and safety or some other issue, would purport tomaladministration in the Government’s decision
be a comprehensive statement of the legal positionnot to take action here, but I think the profession
on an issue of question, would you?was warning that there was a lack of understanding
Ms Abraham: I go back to what standards did theamongst many trustees. Those warnings were not
department set itself. When I look at complaintsacted upon.
and take a view on whether there has been
maladministration, my staV will know that there isQ51 Mr Prentice: Is the Government solely
a gramophone record that repeats itself: whatresponsible for acting upon those recommendations
should have happened here? What is our referencerather than the industry press, if that is what we
point? What is our test for saying that thecall it, saying, “Hang on a minute. There is a red
department, the agency, fell short? My test here islight flashing here. We have to take stock and check
the Government’s own standard which was aboutwhether the minimum funding requirement will
accurate, complete, no significant omissions, cleardeliver what the members of any particular scheme
and consistent. It failed all those tests.believe it will deliver”?

Ms Abraham: No, it would not because it was never
the policy intention that it would. I think you go
right back to the start. Q54 Mr Prentice: The Government thought it was

being helpful. There is no statutory requirement on
Q52 Mr Prentice: This is where I take issue the government to publish these leaflets.
because, reading your report, all through your Admittedly, it had a policy objective about
report there are references by government encouraging people to join occupational pension
ministers. I have one here: 3 April 2000, JeV schemes but it was just helping people without
Rooker speaking in the House. He says, “The giving a definitive statement of what in their case
minimum funding requirement is not a guarantee would be right for them regarding their future
of solvency. I freely admit that as a lay person I pensions. That is what the Government is saying.
thought it was.” He goes on to talk about the perils Ms Abraham: I know what the Government isof relying on the minimum funding requirement as

saying but this is the same Government that tooka guarantee that certain benefits were definitely
upon itself the role of financial educator and saidguaranteed to be paid out. That was years and
that it was producing oYcial information to assistyears ago. Why is it that the professional bodies
people to make informed choices about theirinvolved did not do anything about it?
pension options and, in doing so, missed out someMs Abraham: They did do things about it. If you
critical information about the risks to the securityare talking about the actuarial profession, they
of those schemes.warned the Government of the risks. In relation to
Chairman: If the Government put out a leafletindividual schemes, the scheme actuary would have
saying, “We are making the streets safer”,been providing an evaluation and they would have
described the number of extra police andbeen looking at that. I have looked at the role of
community support oYcers and all the anti-crimegovernment bodies in this whole situation. My
devices it is putting in and then someone goes outfindings are about the role of government bodies.
and gets mugged, they cannot run to you, can they,Despite the maladministration I have found in
and say, “Look, I read this leaflet. It said that theoYcial information, I have not found that these
streets are getting safer. I went out and I gotfinancial losses were the sole responsibility of

government. It is very clearly set out in the report, mugged”?
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Mr Prentice: I have been delivering these leaflets. Ms Abraham: There are a lot of factors at play
here. It is not my place and it will not be helpful
for me to speculate on or comment on the historyQ55 Chairman: This is maladministration and the
of the pensions industry over the last 10 years. ThisGovernment on the same analogy has also been
report, although it has been claimed otherwise,giving people advice about how to keep their
seeks very squarely to deal with what is thehouses safer and fit alarms. Is that not the same
Ombudsman’s business. All of the conclusions andkind of thing?
recommendations turn on some very basic findingsMs Abraham: If the leaflets you describe had
of maladministration in relation to oYcialsomething equivalent in them to “As a matter of
information. They do not turn on actuarial adviceprinciple we believe that when someone loses out
or MFR decisions. That is my trade and that isbecause they were given the wrong information by
what I should comment on.government departments they are entitled to

redress”, I would look very carefully at that. I have
Q59 Kelvin Hopkins: Without putting any remediesnot dreamed up some list of standards for oYcial
forward, your findings—coming at about the sameinformation that I am now using to beat the
time as the Turner Report—throw the wholedepartment with. I am looking at their own
pensions industry into question and meanstandards and saying they do not meet them.
Government has to face up to something, when
they have been driving in the other direction for a

Q56 Kelvin Hopkins: In reality, the report you long time.
made was inevitable, given the circumstances. It is Ms Abraham: That is coincidence and one of a
not just about money but about politics with a number of things coming together.
capital P. Your report would inevitably challenge
the political spirit of our times, about shifting the Q60 Grant Shapps: It seems to me, apart from thestate out of our lives because implicitly in your dozen people sitting behind you, probably thereport you are saying—and I agree—bring the state people who work in your oYce, and those of us onback in. this Committee, there is barely anyone else outMs Abraham: You can read it another way and say there who is really interested in your work, perhapstake the state back out. apart also from the people you resolve complaints

for. The Government does not really care one way
Q57 Kelvin Hopkins: Leave people to their own or the other what you are saying, does it?
devices entirely? Ms Abraham: I would go back to the 3,649 other
Ms Abraham: Once government takes upon itself cases that we investigated in the last financial year.
the introduction of a regulatory regime which is
this hands on—I will not go into the minimum Q61 Grant Shapps: Let us include them but I mean
funding requirement because it is complex and the Government.
actuarial—this is complex territory. Once you bring Ms Abraham: That is not how it feels from where
in a regime which is this precise, there are I am sitting. If we look at tax credits, it seems to
responsibilities that go with that. For example, this me that that was a report that caused quite a stir
is philosophical stuV and it probably is outside my at the time and in which the Committee took a very
territory so I will be cautious. The priority order welcome, detailed interest. As a result of that report
on wind-up is what really bites in relation to non- and a continuing dialogue with the Revenue about
pensioner members. Before the introduction of the the recommendations in that report, I think we
priority order, the scheme trustees could have done have worked with the Revenue to help improve the
some balancing. There is only so much in terms of delivery of tax credits for a lot of people. If I look
this resource and, “We will look at pensioner at what we have done on long term funding for
members and non-pensioner members”. Once you continuing care for elderly and disabled people,
bring in a regulatory regime which is this precise, that is a major area of work for the oYce over the
there are responsibilities that go with it. Once you last three years which has had a huge eVect in
take upon yourself the role of financial educator, relation to those people but also has raised the
the standard goes up. Making general statements standard of decision making in the NHS in relation
like, “We will just produce a general leaflet and to continuing care decisions. I have not had to fight
people may or may not read it”—once you have to get the Department of Health and the NHS to
said you are the financial educator—you have to listen to me on those issues. After some initial to-
do it to the proper standard. ing and fro-ing, the dialogue with the Revenue has

been a good one. The dialogue with the Home
OYce on the Victims’ Code has been a good one,Q58 Kelvin Hopkins: If we go back in time, the
so I do not think that is the case.previous government urged people to get out of

state occupational schemes and into private
pensions—complete madness which proved to be a Q62 Grant Shapps:You have described in one place

diversionary, delaying tactics by the Governmentdisaster. Was the 1995 Act a panic reaction when
things started to go wrong, not just with those and you said in another that the Government has

responded to a report but it just was not the oneprivate schemes but with the occupational schemes?
Could you not say that the writing was on the wall that you happened to write. Somewhere else you

say they ignored your recommendations and youthen and that they had a dubious future?
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issued two 10(3)s, even though they are extremely that it is not the job of my oYce to be the volume
complaint handler for the government and therare in the history of the Ombudsman, and yet

despite all of that you are telling this Committee NHS. Therefore, in the same way as we are having
discussions with the Health Care Commission andthat the Government is listening to the

Ombudsman. the Department of Health about this and similarly
with the Tax Credits OYce, the right place for theseMs Abraham: I think I am saying it is listening
disputes and complaints to be resolved is in themost of the time. There are cases that come along
front line, quickly, to put things right.from time to time that are diYcult, that have a big

price tag, that are inevitably going to be diYcult.
The pensions report is one of them. The Ministry Q64 Grant Shapps: We would all accept that but I
of Defence Debt of Honour report is a diVerent put it to you in an area of interest for me, tax
creature. It would be very interesting to see when credits, that that is not really happening. What is
Mr Watkins’s internal inquiry into how the happening is that, now you have closed down
Ministry of Defence got itself into this situation is yourself as an opportunity to complain about them,
available later this year. Out of that I hope will instead the complainants go directly back to
come some very significant learning for the HMRC. I see no evidence whatsoever that they are
department and perhaps for departments generally handling these cases, in my own constituency’s
about how not to respond to complaints. The way case, any better than they were on 20 October when
the Minister has responded in that situation with a you came to see us last. In fact, the Public Accounts
very clear determination to get to the bottom of Committee have said that £2.2 billion was the latest
this and put it right—he said that to me on a reported over payment which you will no doubt say
number of occasions—is a very good example of is before the period that you were talking about.
how complaint handling should be done, albeit Nonetheless, when you were last here, I tried to
somewhat late in the day. I always say that I do suggest to you the system was in disarray. I suggest
not expect people never to go wrong; I judge people to you now it remains in disarray. The only
by what they do in putting things right. The diVerence is that you no longer wish to take on that
pensions report is big and diYcult. I have been workload because it rightly should be handled by
disappointed by the Government response, not so the department, but it does not mean that the
much by the fact of it but by the nature of it and outcome is any better for anybody, does it?
partly the fact of it, but I think it is exceptional and Ms Abraham: The reason that we are sending them
extraordinary. It may just be that 10(3)s come back is not because we decided we do not want to
along in clusters like these things do sometimes. do it any more. We still have 300 cases down the

road so we still have a volume of tax credits work.
What we are saying is that when I talked to you inQ63 Grant Shapps: Let us talk about your
October I had absolutely no confidence that thoseworkload because I suppose it is a diVerent
complainants were going to get their cases properlyindication of how busy you are as an Ombudsman.
dealt with and resolved in the front line; and thatYou mention 3,649 cases from last year. I also note
we are now at a point—this is what I said in thein your report and when you were last in front of
letter to Members at the end of March—where Ius you were looking for a reduction in the number
am confident that they will be. If that turns out notof cases that you were handling. You can either do
to be the case, we will be back in there. I have athat by ramping up the number of staV you have
meeting with the deputy chairman of the Revenueworking on cases or by the moves that you have
coming up in a couple of weeks when we will reviewnow taken which I suggest are about preventing
the whole position in relation to thosecases getting into your file in the first place. For
recommendations and the current state of play. Weexample, the most recent circulation we have had
will carry on doing tax credits work as long as itis that you will kick back tax credit cases to HM
is necessary, in the same way as we have done withRevenue and Customs. It is easy to solve your
continuing care work for the last three years. Iproblem with case work if you close yourself down,
think it is right that I should say to governmentis it not?
departments—and there is a similar conversation toMs Abraham: I have said before that my long term
be had with DWP around Job Centre Plus andaim is to put myself out of business but there is no
Child Support Agency complaints—that it is notsign of that yet. You are right. There are a number
the job of the Ombudsman to do their first instanceof ways in which you can reduce the case load. I
complaint handling for them.am pleased to say that, although we have not done

quite as well as I had hoped when I talked to the
Committee in October, we have managed to get a Q65 Kelvin Hopkins: My main point is about
substantial reduction in the cases in hand at the end challenging government policy and its direction of
of this financial year. All the details of that will travel. On the credits system, the merging of
come in my annual report to be published in July. revenue collection and benefits administration may
We did that even though it went up before it came not have been a good idea. Year end assessments
down. There is a continuing care factor in here for tax went very well. The Inland Revenue did a
which makes it diYcult to see these figures in a good job and was not generally criticised. As soon
simple way. In relation to the continuing care work as the benefits—the tax credits—problem comes in,
we have looked at thousands of cases since that everything goes wrong and there is serious

criticism. That is one challenge. Administering thereport was published in February 2003. I believe
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system correctly may need many more civil servants “it is not our job to underwrite private sector
schemes”. You have said “but I did not say that”,to get it right, so we do not have this ongoing

problem of people being overpaid and having to but you said something. What you have said, it
seems to me, is that the Government did providerake overpayments back. That again would conflict

with the Government’s intention to reduce the some sort of framework of believed security around
those schemes. What I want to ask you is this: whennumber of civil servants. The number of civil

servants required to administrate tax credits I read Dr Ros Altmann’s response to the
Government’s response to your report, she says,eYciently might be so large as to make the scheme

look less attractive, even to government. On a talking about these schemes: “the truth is that the
Government interfered with these schemeswhole series of fronts, is it not possible that just by

raising this issue—and you had to do it because you especially on wind-up so that they were no longer
private schemes at all. They became, in essence,were approached—you have challenged

Government and made them less confident in their state sanctioned and oYcially approved pension
schemes.” Is that your view?policies? Is this not part of the problem?

Ms Abraham: I suppose one of my aims should be Ms Abraham: No, I do not think that is my view,
but I think I understand the point she is makingand I suspect is to make the Government more

confident rather than less so. It comes back to and I have tried to make a similar point in terms
of the role that Government took upon itself inlearning the lessons of good administration. I come

back to the Debt of Honour case. There are some relation to the legal and the policy framework, the
role of educator, the role of promoter, andrecommendations in there which are across

government about what to do and what not to do therefore I would not use that language. I do not
think I would agree with that point as it iswhen setting up an ex gratia scheme. There is

always learning. Policy decisions are for articulated. I think I said somewhere in my remarks
this afternoon that the Government was not agovernments to make. All I can do, if there are

administrative consequences that flow from those bystander here.
policy decisions, is to point them out.

Q68 Chairman: It has to be more than an educator,
does it not? The Government tries vainly to educateQ66 Chairman: On the Debt of Honour, we are
people about all kinds of things all the time and ifmaking progress with the Government. Your
it must be held to account for failed educativereport and our follow-up of your report have
attempts then, my goodness, it would be in theworked wonders, but the original complainant in
dock endlessly. It seems to me what you are sayingthat case, Professor Hayward, has written to me to
is that it provided a kind of Kitemark for thesesay, “Thank you very much for making the
schemes, which is a very diVerent kind. Did it doprogress that you have made but my sister,” who
that?was interned with him, “is having to spend much
Ms Abraham: I think that is right, it did take uponof her adult life in the United States. According to
itself a responsibility which was beyond thewhat the Government is saying, I shall come under
provision of genuine information, I think that is thethis scheme now but she will not” and yet his point
point, which is why I said the standard shifts atis, “Surely the reason why we are both in the frame
that point.is because we were interned, not because of where

we subsequently happen to live?”
Ms Abraham: Well, he has not written to me or if Q69 Chairman: I got the impression reading your
he has I have not seen his letter yet. You know report and your response to the Government’s
what the recommendations in the report were. I response that you would not have minded nearly
think three of them have now been complied with so much if the Government had said, “we think she
and the fourth one, which is about reconsidering has got a point but we do not agree with her
the position of Professor Hayward and those in a recommendations”. In ombudsman terms, you
similar position to him, is under way. We now have would have found that much more acceptable,
a 20-year residence rule and I can see how that would you not?
would not work for Professor Hayward’s sister. At Ms Abraham: Yes, I would.
the moment we have not got the announcement of
what the working group is going to do and the Q70 Chairman: What really irked you was the fact
eligibility criteria. I understood that was being that in rejecting the recommendation, they felt they
worked through in the Ministry of Defence in a had to go on and reject your finding of
working group chaired by the minister with input maladministration?
from Mr Bridge. I do not know the detail of what Ms Abraham: I think what really “irked me”, if
is emerging from that and I do not know what the that is the term, were statements like
final eligibility criteria are going to be so I am “The Government rejects the findings of
reluctant to say anything more at this stage. maladministration. The Government does not

accept that maladministration occurred. The
Government does not believe the report makes aQ67 Chairman: We shall all keep an eye on this.

Can I ask a couple of questions on the pensions sustainable case that maladministration occurred.
We cannot accept any of the findings ofreport? It seems to me that at the heart of it is the

argument about where the liability of the state lies maladministration”. Actually that is interesting but
unacceptable from the prisoner in the dock, as itand what the Government has said, in essence, is
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has been described by a Member in Parliament, Mr Prentice: That is my way of putting it.
Ms Abraham: I am just doing my job. If you ask methat actually it is not for governments to reject
to rehearse a few of the principles of goodfindings of maladministration. If they want to say
administration I would say something about givingthat no reasonable ombudsman could have reached
people information which is complete, correct andthese findings and these conclusions, there is a place
not misleading. I think theDepartment ofWork andto say that and it is a court of law. I do not want
Pensions’ own standard talks about not misleadingto spend a lot of time in court responding to
as a standard. I do not think that it is particularlyjudicial reviews by Government, but that is the only
controversial or an extraordinary thing to say thatplace to make that challenge properly it seems to
the Government should not mislead citizens.me. I think the other thing that irked me was the

comment that, “The report fails to demonstrate Q73 Mr Prentice: It evoked all the stuV about bond
that decisions taken by individual scheme members of trust and Ministerial Code and so on. The
were influenced by the information that Treasury Committee, looking at your report and the
Government did or did not make available”. That Government’s response, have recommended that
did seem to me to be a serious challenge to my when the Government gets round to responding in a
judgment, but more importantly to the credibility full and final response to your report, it should set
of the people who had complained to me. I think out the published estimates of the costs of the
that is where, as I said, my sense of outrage was various options for dealing with this issue, including
developed. Then, they went on to rewrite the possibly expanding the Financial Assistance

Scheme. You would agree with that. My question is,judgment and made all sorts of assertions about
what do you expect of the Government in their fullthings it did not say. All I would expect in these
and final report?circumstances is an engagement with what the
Ms Abraham: My reading is it is going to be full. Ireport says and an acceptance that the Government
think it has already been final but we will see. I havehas some responsibility here and it should treat my
only seen and heard what you have seen and heardfindings seriously and it should consider my
so I have no inside track on this, I can only waitrecommendations seriously. So far, I have not seen
and see.that. I think Parliament deserves a better response.

I think these complainants deserve a better Q74 Mr Prentice: We talked about £15 billion
response. earlier, you would expect the level of detail to be that

the Government would come forward with all the
options for addressing the issue which you haveQ71Chairman:Weknow that something terrible has identified.happened here. The question is about the balance of Ms Abraham: I suppose what I would hope for is

responsibility for it as well as the remedy. There is that the Government would address what the report
also a reading of recent pension history involved. I does say.
wondered if it would be helpful if I, on behalf of the
Committee, wrote to Lord Turner and asked him for Q75 Chairman: In your memorandum to us relating
an observation on this. Would that be helpful, do to the pensions report you say: “this goes to the heart
you think? of the ombudsman system and of Parliamentary

scrutiny of the executive”. Are you telling us that weMs Abraham: I think that would be extremely
are in a critical moment in the evolution of theinteresting. I cannot see in any way that it would be
ombudsman system?anything other than helpful.
Ms Abraham: Well, I suppose I am in a way, butChairman: I will do it then.
maybe I should go back from that because I always
think we are making things so terribly loaded really.
I think that there are serious dangers here, not in theQ72 Mr Prentice: You managed to bring the Prime
debate about recommendations, I would have beenMinister into all of this in your report referring to the
astonished if there had not been a debate about theMinisterial Code, have we not heard enough of that
recommendations. I think when governmentrecently, and about the bond of trust between British
oYcials in final written responses to me, and topeople and theirGovernment. Then you go on to say
Parliament, say things like, “we reject thethat: “citizens should be entitled to expect that the
ombudsman’s findings of maladministration” theyGovernment does not mislead them”. We are on have crossed a boundary which needs to be pointed

page 167. That is like giving the Government a slap out to them.
in the face, the Government should not mislead the Chairman: Thank you very much for that. I think we
citizens. My question is this: if this did in fact take have had an important and sustained series of
place, if people were misled, did the Government do exchanges this afternoon.We shall reflect uponwhat
it inadvertently or was it quite deliberate, since you you have told us and we shall reflect on where we
say that they have been misled? need to take it next and I am sure we will see you
Ms Abraham: I do not think it is giving the again before very long. Thank you very much

indeed.Government a slap in the face.
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Q76 Chairman: It is a great pleasure to welcome Dr paying into your pension scheme and when and how
you discovered youwere not going to get the pensionRos Altmann, Bob Duncan and Andrew Parr, the
you thought you were going to get.latter two who have been caught up directly,
Mr Duncan: I am Bob Duncan. I worked in thepersonally, in the occupational pension failures. We
British United Shoe Machinery Company inare very glad to have you along, although we are not
Leicester for 36 years. It went into receivership inglad about the reasons.You are here because you are
October 2000. When I first started there, there was ahelping us to respond to the Ombudsman’s report
non-contributory pension scheme. The unionsand the Government’s response to the
fought for it and in 1976 we went into a companyOmbudsman’s report. You have given us already
paying-in scheme. I also started saving voluntarysome very useful information. Ros, would you like
contributions. I paid in for nearly 30 years. When Ito say anything by way of a short introduction?
got made redundant and the firm went intoDr Altmann: Thank you, Chairman. EVectively, we
receivership, my pension fund, the day I finished,are here today to explore how the Government can
stood at £8,000 for the year, plus my AVCs whichdispute the findings of maladministration by the
were about £25,000. I have been told now that I haveOmbudsman. The evidence is clear. Firstly, the
completely lost the AVCs at the moment. They haveGovernment misled the public with its oYcial
gone. The State Pension, we have been contractedinformation, information which it chose to issue in
out and paying into a company pension scheme, andorder to encourage people to join and which left out
at the moment I do not believe I am going to get themention of the huge risk that the Government itself
full State Pension. I have been told by thecreated by policy changes introduced from 1997
independent trustees at the moment that we will bewhich have caused over 75,000 of your
lucky to get 7% of the £8,000. It still has not woundconstituents—we know of at least 200 MPs who
up. It was October 2000 when the company wenthave constituents aVected, and that is just the ones
bust and we are in 2006 now and we still have notwe know—to be stripped of their pension. Secondly,
wound the scheme up. I believe that I read all thein its oversight and changes to the funding regime for
material from the Government over the years. I waspensions, even for the guaranteed minimum pension
a union man. I did recommend to people that thealternative to the State Pension, the Government
company pension scheme was a good scheme to befailed to consider the security of workers pensions if
in because all the Government material I had readtheir scheme were to wind up. They just ignored the
said it was a safe scheme. After the Maxwell reportrisks it had created to members’ pensions on wind-
and everybody seeing the MFR, the minimumup. I have to try to understand the denial of the
funding level, if that was all right we believed ourDWP on the clear evidence that it failed to meet its
scheme was all right. We just believed that. It hasown guidelines and failed to stick to the assurances
worked out that it is not and I feel like I have beenit has given to Parliament and this Committee that
really, really misled. The Government have put allin future its implementation would be accurate,
these papers out, and, if I could not believe what thereliable and comprehensive. I think a number of the
Government said, who do I believe?things we have heard this morning may partly go

some way to helping us understand what is behind
Q78 Chairman: You must feel that you misled otherthe Government’s denial. I have, as you say, two
people because—people here who were misled by government
Mr Duncan: I did mislead other people. I was theinformation, who could have done something
union man. I had all these pamphlets. If anybodydiVerent. The belief the Government has expressed,
went to the doctors, anybody went to social security,that nobody read its material; even if they did they
they would bring pamphlets back. If anybody wentshould not have believed what they read; and even
anywhere, therewere always pamphlets on the unionif they did they would never have done anything to
desk. I certainly misled apprentices when theyprotect themselves anyway, suggests to me that we
started, because you get young lads, 15, 16, startingneed to hear from people who can demonstrate that
work, they go and they talk to the management andthat is just not a correct assumption.
the management say “Join the pension,” it is the last
thing they want to do, is join the pension. They used

Q77 Chairman: Thank you. I would like to ask you, to come down on the shop floor: “Where is the union
Mr Duncan and Mr Parr, to tell us your own man?” and talk to the union man. I used to

recommend that they go back up and sign into theexperience of the length of time you have been
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company pension because I had read all the material any risk. I must emphasise that the steel industry is
and all the material told me that company pensions a very, very risky business for its employees. In 1969,
were safe and guaranteed. I mean, I do not know when I first started working in steel, this country was
what the definition of safe is and I do not know what producing 30 million tonnes of steel a year. It is now
the definition of guaranteed is, but it is certainly producing less than 10 million tonnes of steel a year.
diVerent from what the Government thinks. Okay, I There are steelworks that have closed all over the
may be a thick Geordie, but I am not a stupid one. I country and now we are really down to a little more
must have been thick to believe what the than the basic steelworks provided by Corus. I have
Government told us. always known,working in the steel industry, thatmy

job is at risk, but it is an industry I enjoy working in
and it is an industry that is very interesting. WhenQ79 Chairman: Mr Parr, do you want to add your
ASW took us over, I felt that the risk to my job hadexperience.
gone up because of ASW’s previous performance,Mr Parr: Yes. I joined a company called Sheerness
but there was nothing in any of the material that ISteel, a steelworks on the Isle of Sheppey in Kent, in
had downloaded and acquired from DWP that1982. When I joined, joining a pension was a
suggested my pension was anything other than safe.condition of the employment. If I wanted the job, I
The DWP booklets have a section in the middle ofhad to join the company pension scheme—and it
them: “How do I know my money is safe?” Itwas a very good pension scheme. All went well until
mentions all the laws that protect pensions.the late 1990s, when the steelworks was put up for
Nowhere in that does it say: “Your pension is onlysale by its Canadian owners and was bought by a
as good as your employer.” The ironic thing is thatcompany called Allied Steel and Wire (ASW) in
one of the leaflets I have here from the FSA has asCardiV. There were many issues about the purchase
its title, on the front page, “Asking the rightof the company that caused us great concern. The
questions” and the one most important question ofsteelworks at Sheerness was profitable—very
all did not appear in here, which is “How safe is myunusual in the steel industry—whereas CardiV had
pension?”WhenASWwent into receivership in Junenot made any money for about eight years. At the
2002, at first I told a lot of my colleagues that wetime, I was on something called the StaV

were okay for the pension because our scheme wasConsultative Committee (SCC). Sheerness was a
104% funded. I assumed that, if a scheme was 104%non-union steelworks. It was a single status
funded, there was enough money in it to pay out thecompany. The SCC was the line of communication
liabilities. I told people our pensions were safebetween the workforce and the management. When
because of what I had read. About two or three daysASW bought Sheerness, the Sheerness pension fund
later the employee nominated trustees were calledwas in considerable surplus. The management had
down to CardiV. They met with the independentnot made any payments into it because it was over-
trustee and came back with the news that we wouldfunded, and even in two years in the 1990s the

workforce got their contributions back. The probably get something like 40% of our pension and
retirement age had come down from 65 to 63 and that would be un-indexed, and that was also if they
then to 62, and the personnel director had said that managed to do a good deal on the wind-up. But the
the aim of the company was to get the retirement age whole issue of what MFR means is something that
down to 60 in the very near future. We believed that, has caused great confusion to lots of people. I have
at the time that ASW took us over, the pension fund here a report that my MP Derek Wyatt sent to me.
was something like 110% funded to MFR, although It is a research paper from the House of Commons
at the time everyone did not really know what MFR and it is dated 2004 in relationship to the Pensions
meant.We did know that the pension fund at CardiV Act. It is called Pensions Bill, Bill 57, 2003-2004. The
was very diVerent. It had a retirement age of 65 and author of this Bill, from the general statistics
also it was under-funded. One of the very first things sections, says “The minimum funding requirement
that the management of ASW did when they was designed to protect accrued pension rights by
acquired the Sheerness site was to talk about ensuring schemes have suYcient assets to meet their
merging the two pension funds and, because of the liabilities should they be wound up.” If a researcher
very significant diVerences in the terms and with access to all the information that is available in
conditions of the pension fund—the diVerent the House of Commons Library can make a
retirement age, a diVerent level of funding—the fundamental mistake like that, what chance do
people at Sheerness were very uncertain and very employees of companies have?
apprehensive of this proposed merger. I have a little
bit of a reputation for being somebody who likes
digging in for research, and, at the time, I went and

Q80 Chairman: Thank you for that. What hasgot as much material as I could about pensions. I
happened to you is devastating. I think most of uswent to the FSA website and got a list of what they
here have constituents who have been aVected inhad. I downloaded a lot of PDF files from them. I
ways that you describe. You realise that we want towas in touch with theDWPdepartment that you can
ask you some questions now about some of theget booklets from, and I had those sent to me; I did
issues that bear on this. Just listening to what youresearch on material from the NAPF; and I
have just said, if these leaflets to which you refer hadgenerallywent through everything I could find about
had risk warnings about wind-up all over them, howpensions to find out what the legal position was. In

all of that there was nothing that suggested there was would it have aVected what you did?



Ev 16 Public Administration Select Committee: Evidence

22 June 2006 Dr Ros Altmann, Mr Bob Duncan and Mr Andrew Parr

Mr Parr: In my personal case, I started becoming found, on the grounds of maladministration, which
very interested in my pension when I got to the age is her territory, that there is a component of
of about 55, because, if you are in a pension scheme maladministration in what has happened. Given
and you are in your fifties, every year that you are that, given the fact we are talking about a
in increases your pension. But, because of my component of responsibility that comes from
knowledge of how the steel industry works and maladministration, and given the fact that
what the state of the steel industry’s finance was, Christine Farnish from the National Association of
had I known that there was any risk whatsoever, I Pension Funds just now was saying that we have
probably would have gone for early retirement. I to accept there is risk in all this, what does that lead
have a hobby—or I had a hobby because I have to in terms of thinking about who should seek to
not done it for four years, since ASW closed. I write pick up the bill and make redress for what has
technical books, from which I get a small income. happened?
It has always been my intention that when I did Dr Altmann: The Ombudsman’s report says that
retire I would try to write more books to get more the maladministration that it found, as I outlined,
royalties coming in. Had I known what the position which is clear, was wholly responsible for all the
was, I would have pushed for early retirement and non-financial injustices that these people have
gone into my second career of writing technical suVered. That is one aspect which the Government
books. Through the SCC, we would have pushed has failed to address at all in its response. The eVect
the company to have increased the level of funding on their health, the sense of shock and outrage, the
of our pension fund, but, because our pension fund fact that their lives have been blighted by this for
was 100% funded and we did not know that MFR years is directly caused by maladministration. The
did not mean your pension was guaranteed, the bit that the Ombudsman says was not entirely
SCC did nothing about the funding level. We caused by the maladministration itself is the
would have pushed for more money to have been financial loss. However, as you say, the policy
put into the pension fund. context in which those losses occurred, which were

directly in the control of Government, were also
Q81 Chairman: So there would have been action responsible for the losses. If, as is clearly the case,
that you at least would have thought about taking. nothing in life is really risk free, why did the
Mr Parr: Yes. Government not explain that to the public? There

seems to be this overriding assumption that
somehow the general public is not capable ofQ82 Chairman: Mr Duncan?
making its own decisions, therefore: “Let us denyMr Duncan: When the BU went into liquidation, I
them the information they need, because, even if wewas 58. Whether I would have went for early
gave it to them, they would not do the right thingretirement, I do not know, but, what you are
in any case.” I find, on their behalf, that that issaying: “If the Government leaflets had said that
rather an insult. Maybe some people would not dothe pensions were not safe . . . ” then certainly—
anything, but there are thousands, tens ofas I say, I am not a stupid Geordie—I would have
thousands, hundreds of thousands of people orgone and found out what I could have done. I knew
more, who, if they have the right information,for years that the shoe industry was going down,
would be able to make an informed choice, andbecause everything was shifting to the Far East
that is what has been denied to these people. Theanyway, so we knew that the company was a little
other responsible parties, if you like, in this wholebit on the sticky side but that was for years and
situation are partly, perhaps, employers—I thinkyears. If the Government leaflets I had read had
the Government is suggesting, but they weresaid there was a massive, big risk that if the
complying with the law; partly investment returns,company did go bust then I would lose my pension,
which were disappointing; partly annuity rates,then of course I would have been away to see
which rose. The Government is clearly notsomebody else—as a private pension, or even just
responsible for those, but it is responsible forputting money in the bank—and certainly not
clearly setting out in its leaflets that it was onlyputting anything into an AVC. I mean, that has just
personal pensions and money purchase pensionsbeen the biggest complete waste of time I have ever

done in my life, is putting money in the AVC. I that carried the risk of an investment nature or
might as well just have put it in the building society. carried the risk of annuities. In its leaflets about

explaining pensions to the public, it contrasts final
salary pension, where the pension is determined byQ83 Chairman: Dr Altmann, the Ombudsman’s
the number of years that you have worked and byreport does not say that Government
the terms of your scheme which give you a promisemaladministration is fully responsible for what has
of a particular pension on which you can rely, withhappened to Mr Duncan and Mr Parr. You clearly
the situation of a money purchase pension, like abelieve that policy decisions that the Government
personal pension, where you are at the mercy oftook had a bearing on the whole issue—and of
investment returns and the mercy of annuity rates.course, there are external factors as well. But it is
That was not true, because of the situation that thenot for the Ombudsman to say whether policies
Government created on wind-up. When a schemethat the Government adopted were right or wrong,
winds up, the amount of pension that members getor even to say whether policies that the
does depend crucially on the amount of money inGovernment adopted were just or unjust. That is

what governments can do. The Ombudsman has the scheme and on the annuity rates and the cost
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of those annuities. Because the Government put in Christine Farnish, the NAPF is an employers’
organisation, it is not necessarily an employees’this priority order—which, again, removes

discretion from trustees, so that the schemes are not organisation. The booklets say: “Consult your
scheme provider” who is your company. If you doprivate schemes, they are taken over by the state—

the trustees were unable to divide the assets fairly. not trust the company—as we did not trust the
company of ASW when they took over theSo you have people like these, who have ended up

with virtually nothing, and other members of the Sheerness steelworks—you do not wholly trust
what the company says. You get the media: youscheme who are fully protected. None of that was

explained, so that nobody had the opportunity to can read in the media, but the media have their own
axes to grind. The one organisation you should besave in another form and protect their future

retirement income, or perhaps encourage their able to trust is the Government, because the
Government is impartial and the Government isspouses to take out a pension—as Bob says, not to

put all your eggs in one basket by putting AVCs, not trying to promote anything which everybody
else may be.additional contributions, into the scheme as well,

but at least to diversify. But the Inland Revenue
would not let you have any other pension if you

Q86 Chairman: Although we heard also from Lordwere in a company scheme, so you could not
Turner that the Government, in a sense, over thediversify. I see the Government’s responsibility
years, had been trying to promote something whichstretching throughout this entire episode.
possibly aVected the way in which these things were
dealt with.

Q84 Chairman: You heard Lord Turner say just Mr Parr: But we were not aware of that.
now that the Government should never use the Chairman: No, of course not. Let me bring some
language of “guarantee” in relation to private colleagues in.
schemes. Your essential charge is that it did use a
language during a period—particularly in relation

Q87 Jenny Willott: Could I start with a couple ofto a category of schemes which are thought to be
questions about background. Mr Duncan, you saidmore secure than others—which did make people
you were getting seven pence in the pound for yourthink that they had an assurance about the integrity
pension and Mr Parr you said you were gettingof their pension should something have happened
40 pence.and did not talk about the risk around wind-up.
Mr Parr: Estimated.That is your essential charge, is it not?

Dr Altmann: Yes. The Government misled
members of the schemes, denied them an informed Q88 Jenny Willott: Okay. What is the range over
choice and also the Government itself created all of the people who have lost pension savings? Is
those risks. 7% at the lowest end and 40% at about the highest?

Or does it go much higher than that? I know there
are about 40,000 people who have lost not veryQ85 Chairman: It is serious for the individuals

involved, absolutely devastating and serious. How much—who have lost £10 a week—but for the
other 85,000.serious is it for the way we do pensions policy that

the Government should not accept what is being Mr Duncan: The company I worked for had an
ageing workforce because they did not takesaid to it on this?

Dr Altmann: I feel so strongly that, if the apprentices on for quite a number of years. When
the scheme went into liquidation in 2000, we wereGovernment is unable to understand how badly it

has misled people and caused such significant told we were going to get 60%, and it has just gone
down. As the lawyers and the accountants take theinjustice, it is in the public interest, going forward,

to help the Government to understand it in order to money out, there is less and less money in the
pension scheme. They bought the annuities for theavoid them making the same mistakes and causing

further injustices in the future, by repeating the pensioners who were already retired and what is left
at the moment is going to be 7%. That was the lastsame errors in respect of pensions, for example, or

any other area. Certainly, in financial matters it has thing I was told. It could be 5% next week. It could
be 0% in a couple of months’ time.become clear that the Government’s understanding

or willingness to impart information about Dr Altmann: In general I think there is a situation
where, once the annuities are purchased, the ratespensions is coloured by a view of the readers which

is not a realistic view. Members of the public trust on the bulk annuity market have worsened so
dramatically that the vast majority of schemeand rely on government information. If they do not

receive the correct picture, there will be members now are getting zero occupational
pension and they are finding that they are gettingconsequences for them which oYcials need to

understand and ministers need to be aware of. As significantly reduced guaranteed minimum
pensions from the state. In fact, Bob’s 7% meansLord Turner says, if there are risks, we need to tell

people what the risks are so that they can make up that all his years of contributions to the scheme
have delivered nothing, and he is also not eventheir own minds.

Mr Parr: May I make a comment on that point as getting what he would have got if he had stayed in
the SERPS pension scheme, never put a penny ofa follow up. If you are a member of the public, the

sort of place you could get information from about his money into the BUSM scheme, and just been
relying on SERPS.pensions was the NAPF. With all respects to
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Q89 Jenny Willott: How many of the people who Mr Duncan: As soon as the Ombudsman’s report
was published, Tony Blair stood straight up inwere involved have lost their State Pension rights
Parliament and said, “It’s going to cost £15 billion.as well, or some of them?
Don’t want to know.” He did not even think aboutDr Altmann: The majority of them, so they are
it. He just come out with that figure, just pluckedgetting zero occupational pension.
it out of the air and shoved it there, and all the
papers and all the media jumped on that £15 billion

Q90 Jenny Willott: And they are getting less on the a year. I was really upset. The Ombudsman took
State Pension than they would have done. her time and made a lovely big report out of it. It
Dr Altmann: Exactly. It will diVer from member to was supposed to be independent. We knew that, to
member. It depends on how much service, what start with, the Government were saying there had
salary you were on and, therefore, how much of not been maladministration; we were saying there
your pension was comprised of the GMP versus had been. An independent report came out, and
your occupation pension rights. That will be shown that independent report came down on our side—
on each person’s statement. I gave an example in and the Government do not like it. I am not very
the papers of Perivan Pension scheme and Mr happy at all with the Government—my
Carpenter because I have seen his statement. There Government.
are lots of others. He has a neighbour down the
road, GeoV Kattie, who is in the same position.

Q93 Jenny Willott: Dr Altmann, you haveEvery member of that scheme who was not already
suggested that the money does not need to comedrawing a pension will get far less than they would
from the public purse, that there are other sourceshave done if they had never put any money into it.
it could come from. Could you explain where theMr Parr: ASW, being 104% funded, is only
money could come from?managing to produce a pension of around about
Dr Altmann: That brings in a very important point.40%, and we are one of the better ones.
The Government’s response to the Ombudsman’s
report does not respond to the report at all; it

Q91 Jenny Willott: Moving on to the responds to what it says the report says which is not
Ombudsman’s findings and what she what it actually says. Nowhere in the report does it
recommended, the Government rejected outright say that the Government must fund compensation
the charges that there had been maladministration for everybody out of taxpayers’ money. It does say
and therefore is not even addressing the that the Government must organise compensation
recommendations at all. How would you have to be paid. We all know that there are other areas
responded, what would your thoughts be, if they and ways in which government can raise funding
had accepted that there had been for this. One would be unclaimed assets, which we
maladministration but had said that the cost of first proposed in 2003. Frank Field was very much
putting it right was far too high for the public to involved in suggesting that unclaimed assets could

and should be used for this purpose. Initially webear?
were told, when we went along to the DWP, “ThisMr Parr: Tony Blair in Parliament gave the figure
is not government money, therefore we cannotof £15 billion without saying this was a cash value
spend it,” and we accepted that. We couldspread over 60 years. In the annex at the back of
understand that logic, if you like. But the very nextthe formal response it comes out that the figure is
budget, the Chancellor decided, somehow, thatnearer £3 billion. Spread over 60 years the cost of
they could use it—but only for what he calledit is under £100 million a year at the peak, and that
“good causes” which was not these people. Theredoes not take into account the savings that will be
is money available from non-taxpayer fundedmade to the tax claw-back and not paying benefits.
sources. There is money that many in the financialIn this morning’s Private Eye there is a comparison
sector have earned from managing all these pensionthat the cost of paying the pensions that we were
schemes all these years. There are, in thepromised is one four-hundredth of the cost of
Government’s view perhaps, employers whopublic sector pensions.
behaved reprehensibly. Government has the ability
perhaps to put pressure on them to redress some of

Q92 Jenny Willott: To some extent the the wrongs that they have caused. There are
Government would have the right to say, they employers who have walked away from their
determine their expenditure and they could say that pension liabilities perfectly legally, who the
they felt that was still too high. Would you feel less Government now somehow says are responsible for
wronged if the Government accepted this, therefore the workers cannot get any redress
maladministration but was not prepared to pay? at all. If that is what the Government believes, the
What bugs you the most out of the Government’s workers have no power to force the employers to
response? do anything. The Government has not even been
Mr Parr: I think the fact that there was no willing to discuss ways in which we could right this
discussion of it. It was a foregone conclusion. It wrong. It is not a capital sum that needs to be
took, I seem to remember, about three minutes in found today anyway. These are pensions. They are
the House, and that was all that was said about it. I paid year by year over a long period of time. The
expected at least there to be some debate and some amount of money should not be the issue. This is

an injustice. This is a mistake that the Governmentbatting the issue back and to, but it just vanished.
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has made. The logic would then say, “The amount published. The Government has claimed
that the fact that there is a Financial AssistanceGovernment must always make huge mistakes

because then it can say, ‘We cannot put them right. Scheme is a tremendous credit to the Government
because nobody before 1997 had put in such aIf you make a tiny one, well, we will pay up’.” The

logic escapes me in the Government response. It is scheme, but the fact is this could not have
happened like this before 1997. It was the changessomehow, as Lord Turner seemed to be alluding to

this morning, this defence mechanism that, if the that were made in 1997 that caused these dreadful
losses. Nobody lost their GMP before 1997.DWP or a government department is found to have

done something wrong, it then puts all its eVorts Annuity rates, funding rates were all diVerent
before 1997 and before 1997 trustees had discretioninto denying it and proving against all the evidence

that it did not do anything wrong instead of saying, to divide the assets fairly on wind-up if there was
not enough. That was removed by the law.“Okay, let’s look at what we did, let’s learn from

it, let’s make it right.” This is a defined group of
people. In the scheme of the population as a whole,

Q95 Jenny Willott: Under the Financial Assistancethis is not a massive number of people, but it is a
Scheme, you presumably both qualify.significant number. In terms of Members of
Mr Parr: I do, yes.Parliament, it is constituents who have been

wronged by government. The Government has
spent a lot of time trying to pretend that it did not Q96 Jenny Willott: What proportion of your
do anything wrong, when the evidence clearly pension are you expecting to get under the current
shows that it did. arrangements?

Mr Parr: It depends whether you take the pension
entitlement or whether you take the pensionQ94 Jenny Willott: One of the things that could be
expectation. I was supposed to retire this comingtaken as the Government’s response is the
September, in 12 weeks’ time. Had I worked rightFinancial Assistance Scheme. Since the
the way through to retirement, I would haveOmbudsman’s report came out, they have
expected a pension of round about £15,500 a year.announced a big expansion of the Financial
Because the scheme closed before I reached myAssistance Scheme. Do you think that is going
retirement age, my entitlement has reduced. Thatsome way to solving some of the problems? Do you
does not come as a surprise to me. You wouldthink that is at least a small step in the right
expect that if you do not work as many years, youdirection, or do you think it is going in the wrong
get a reduced pension. On the last statement thatdirection, given what you would like to see?
I had, I was due a pension of just under £13,000 aDr Altmann: The problem fundamentally with the
year. I will probably get, with the make-up fromFinancial Assistance Scheme—and of course any
the FAS, something like £9,600. But that £9,600 isextra money is welcome that anybody aVected by
not indexed, and there are other losses as well, thatthis might get—is that the existence of this so-called
I cannot commutate any other pension, in terms ofFinancial Assistance Scheme has diverted attention
a lump sum—which you need for paying oVfrom the underlying injustice and the underlying
endowments, the shortfall—and there arelosses that people have suVered. In a way, perhaps,
diVerences like life assurance as well in the way thatit has been quite politically astute for the
it changes. The £12,000 cap is one of the mostGovernment to portray this in the way it has, but
inequitable things of the FAS, because all that doesI find it deeply worrying that the Financial
is penalise people with long service.Assistance Scheme has been a further example of

government misleading people. In its statement, the
full response that the Government laid in the Q97 Jenny Willott: How about you, Mr Duncan?
House the week before last, where it was setting out Mr Duncan: I have been in touch with the
in detail how it believes it did not mislead anybody independent trustees and we have been told that
into believing pensions were safe, it has misled until the pension scheme is fully wound up nobody
Parliament, because that statement says “The can tell you anything. They cannot tell us how
Financial Assistance Scheme will provide 80% of much we are going to get out of the financial
expected pension to people like these who have lost scheme or anything. As I said, the last news bulletin
their company pension.” That is not true. The I had from the independent trustees said that we
Financial Assistance Scheme provides nothing even were going to get roughly 7%. I retire in 10 months’
close to 80% of expected pension. I have outlined time and I have never had anything from the
for you in my papers why the so-called core pension Government or financial scheme telling us how it
is a very clever term which the DWP has invented is going to work anyway. When I asked the
to make it sound as if it is something to do with independent trustee, he said that, until the scheme
the expected pension but actually it is only remotely is fully wound up, nobody can tell you anything.
connected. It makes it sound as if it is something
meaningful but it is not. The estimated costs of this

Q98 Jenny Willott: So you still have no idea andFinancial Assistance Scheme are quoted without
it is supposed to kick in in 10 months’ time.taking account of the fact that all the payments are

taxed and the people receiving them would not Mr Duncan: I still have no idea at all and it kicks
in in 10 months’ time: 10 months, one day, oneotherwise receive means tested benefits, so the net

cost of the scheme is far lower than the actual week and so many hours.
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Q99 Jenny Willott: Not that you are counting. accrued pension rights on wind-up, but solvent
employers could walk away only having to put inMr Duncan: Not that I am counting.

Dr Altmann: The Financial Assistance Scheme will enough to meet the MFR, even if they could aVord
more. Indeed, I have examples of schemes which,not pay out until the scheme has finished

winding up. when they decided to wind up, were 104 or 105 or
more per cent funded on this MFR and the trusteesMr Duncan: That is right.

Dr Altmann: Even if Bob is 65. Stan Carpenter, the had to pay money back to the shareholders to bring
it back to 100% funding, leaving members withoutexample I gave you, and all the members of the

Perivan scheme, lots of these other big schemes, their pensions, but the shareholders getting some of
the money. Those were the direct results of theeven when they go well past 65 because the scheme

has not actually finished winding up, they do not Government’s oversight of the minimum funding
requirement, which became a maximum fundingget any Financial Assistance payment. Some of

them will get an interim payment, which is not even requirement and was totally inadequate for
delivering the original policy intention, which wasas much as the full payment, but the other

frustration I think for everybody is that, before the to secure pensions for everybody who was already
getting a pension in full with annuities, and ascheme winds up, their money is actually sitting

somewhere in a bank and trustees have control over transfer value giving a reasonable expectation of
full pensions for anyone who was not yet drawingtheir money but are not allowed to pay them their

pensions. Even at the equivalent of the Financial a pension. Even that reasonable expectation was
never explained to the public. What it meant wasAssistance Scheme level, they are not allowed to

pay them anything because these moneys are that there was only a 50:50 chance of you actually
getting your full pension but that was weakenedwaiting to buy annuities. Every week that goes by,

more schemes will be buying annuities and the further and nobody was actually told or warned
about that.money will be gone, but for the last few years they

could all have been receiving their pensions. Their Mr Parr: Perhaps it is worth making a comment
on that. Both the Government and the media tendmoney is sitting there but eventually it will go to

Legal and General or the Prudential to buy to portray employers as one of the evil parties in
all of this. With a solvent employer, a solventannuities for other members of the scheme, due to

the priority order that was introduced in 1997 employer could be in a position where they are in
competition with cheap overseas imports orwhich takes their pensions away.
something like that and are trying with the best will
in the world to preserve jobs. It is not that solventQ100 Jenny Willott: How long does it take on
employers are taking money out of the pensionaverage to do a wind-up?
fund to increase their profits. In most cases it is thatDr Altmann: On average it is about seven years, I
they are going into the scheme wind-up because itbelieve. In 1999, the Government, under Stephen
is that or the company closes with the loss of jobs.Timms, started an inquiry into speeding up pension
The employers are not always the evil parties thatfund wind-ups and issued a report saying: “We
they are portrayed as.must speed up the wind-ups.” I feel it is somewhat

ironic that the only recommendation of the
Parliamentary Ombudsman that has been Q102 Mr Prentice: On this business of the wind-

up, seven years, you said, on average to wind upaccepted—now some seven years on—is that the
Government should speed up wind-ups. the scheme. Why does it take so long? If that is the

average, there must be wind-ups that take 10 years.
Dr Altmann: More.Q101 Jenny Willott: Both Mr Parr and Mr Duncan

are in what could be seen as the fortunate position
of being ex-employees of companies that have Q103 Mr Prentice: What is the longest wind-up

that you are aware of, because you have gone intoactually gone into insolvency. What should be
being done and what is being done for those where this in great detail?

Dr Altmann: I think there are some still from thethe pension scheme has been wound up but the
company is still solvent and operating? early to mid nineties. The reason is the process that

you have to go through on wind-up, first of all.Dr Altmann: They are being excluded from any
assistance. Quite frankly, the situation of solvent Again, part of the problem was caused by the

changes in 1997 as well. Before that, theemployer scheme wind-ups is the most dramatic
evidence of the maladministration that the Government would take all these guaranteed

minimum pension right back into the state schemeOmbudsman has found in many ways, because,
when a solvent employer just decided that it wanted as a whole, but, since that time, trustees have to

agree every penny of the guaranteed minimumto wind up the scheme, it was legally empowered
to do so and the only payments that needed to be pension right with the DWP. That is part of the

reason. Part of the reason is that the schememade into the scheme were funds suYcient to bring
it up to 100% funding on the minimum funding records themselves were kept in an appalling state.

Many of them are incomplete. Many trustees didrequirement. Government weakened that minimum
funding requirement. Government took decisions not take enough care over scheme records—that is

true—but partly, also, the independent trusteesabout the MFR which failed to consider the
position of wind-up, even though the original who are appointed have to go through all these

processes of trying to find out if there is any moneypolicy intention was to ensure security of members’
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owing to the scheme. Partly, I suppose, there might 32 of the response to the Ombudsman’s report, the
Government says this: “It is clear that the onlybe an element of: trustees are paid for the amount

of work they do: there is no control and no limit people who could give information about the
specific circumstances of their scheme were theon the amount they can charge a pension scheme.

They have first call on the assets, so, perhaps, to trustees and sponsoring employer of the scheme in
question.” I suppose my question to this—becausesome people, the longer you go on, the more money

you earn. I would hate to suggest that that is a Mr Duncan and Mr Parr you were trustees—is
what kind of training did you get about what itprimary cause at all.
meant to be a trustee?
Mr Duncan: I became a trustee about a year beforeQ104 Mr Prentice: It is a nasty world out there.
it went into liquidation. They sent us to Leeds forDr Altmann: But it certainly does not give the
one day.independent trustees any sense of urgency in

finalising the wind-up.
Q108 Mr Prentice: Is that typical of what a trustee
could expect?Q105 Mr Prentice: What happened to the Stephen
Mr Duncan: I should not have thought so, but theTimms’ review that you spoke about a few
company did, because the company had to pay formoments ago? Is it still chundering on?
it. Whether they took it out of the pension schemeDr Altmann: I believe they looked at it around
for sending us there, I do not know. I was1999/2000 but nothing seems very much to have
convenor. I heard what you said about it is onlychanged. Perhaps it went on to the back burner.
the trustees which run pension schemes, but whenThere was also a report by OPRA, the Regulator,
people work on the shopfloor they just do not thinkwhich suggested there had been some success in
that way. People, especially in a full union shop,speeding up some of the wind-ups because there
they trust the union man. I was trusted as a unionwere fewer schemes which had been in wind-up for
man and I went and got all the leaflets. This wasover 10 years before.
before I became a trustee. The leaflets and the
brochures, all came into my possession over theQ106 Mr Prentice: This causes terrible injustice if
time, because people brought them. People on thethese wind-ups take forever, does it not?
shopfloor will come and talk to the union manDr Altmann: First of all, it is the insecurity and
before they will go and talk to trustees. I knowuncertainty to which people are subjected, because
there are member trustees now, and I was athey do not have a clue what they are going to get.
member trustee, but it is still the union they go to.Second of all, the people who reach pension age or

the people who become terminally ill are denied
Q109 Mr Prentice: I asked the Ombudsman thetheir pension as well, so they start their retirement
same question when she was before us. What didwithout the pension they saved for. When they get
the union do to tell you about the responsibilitiesan interim pension during the wind-up, before it is
that you would have as a trustee? Did you get anycompleted, the trustees send them a small payment,
separate training from the union?saying, “This is your interim payment but we might
Mr Duncan: No.have to take it back from you when wind-up

finishes,” so, even when they get a bit of money,
they do not know whether they are going to be able Q110 Mr Prentice: None at all?

Mr Duncan: Just the basic training, when you goto spend it or maybe have to pay it back. The final
problem which has been so acute is that, the longer away for a couple of days’ basic training. It was

everything to do with the union, and that was yearsit went on, the worse annuity rates became—year
by year, as Bob was describing. In 2000, he might and years ago anyway.
have got 40% of his pension. Annuity rates have
plummeted. There are only one or two providers, Q111 Mr Prentice: Sticking with this, in paragraph
so it is quite a monopoly situation, and longevity 34 of the Government’s response to the
has increased, et cetera, so the amounts you get Ombudsman’s report, the Government says,
each time reduce—which is another problem with “There were, and are, substantial responsibilities
the Financial Assistance Scheme of course as well. for trustees, many of whom act in a voluntary or
The very fact that there is the Financial Assistance unpaid capacity. It is nevertheless the case that
Scheme is incurring expenses to each of these all”—that is people like you—“would have had
schemes. In order to deliver this assistance to some professional advice available to them. Indeed, the
of the members, all the assets of the scheme are law required and requires that to be the case.” I do
reduced, so anyone who does not qualify for not want to quote at great length, but did you ever
assistance will get even less pension than they think of getting in touch with the scheme’s
would have done if there was not an FAS. actuaries or the professional people involved,

because the Government seems to suggest that this
is the kind of thing that you, as an independentQ107 Mr Prentice: That is the sting in the tail, is

it not? Can I just talk about the role of the trustees. trustee, ought to do.
Mr Duncan: I talked to the actuaries. We used toThe Government response to the Ombudsman

report makes it quite clear that the trustees were have a meeting with the actuaries every three
months anyway. As I say, I was only a trustee forthe people who really should have been aware of

what was happening to their scheme. In paragraph round about 10 months. I never really asked to see
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the actuaries. The actuaries came into the factory “We are responsible for protecting members’
rights” in 2000. The Pensions’ minister said, “Weevery three months and we always had a meeting

with them. The only thing they were saying was are aware of the importance of protecting
members’ rights. If we cannot do that, they havethat the scheme was to the MFR. They were quite

happy with that. I had the OPRA book before I no one else to look to.” So they knew at that time
that it was not the trustees’ responsibility, it waswas a trustee and that is what I always read. I kept

reading that OPRA book and page 28 told us that their own. We are now, in 2006, trying to
reinvent history.the pension was safe and guaranteed. It is all right

for the Government saying, “You should say this
and say that,” but that is what I had and that is Q114 Paul Rowen: Can you tell us how many
what I read and that is what I went by. people roughly are aVected by this particular
Dr Altmann: Bob is the one who showed me the decision?
1997 OPRA handbook for trustees—which was Dr Altmann: It is at least 75,000. The Government’s
wrong. It was factually wrong. The DWP says, response suggests there may be 125,000. We do not
“Well, OPRA corrected that in 1999, so it does not know the exact number, but I would imagine it is
matter that the 1997 one was wrong,” but the 1997 somewhere between those figures.
one said: “If your scheme is 100% funded on the
MFR, it will have enough money to pay all of

Q115 Paul Rowen: Have you done anyaccrued rights on discontinuance”—on wind-up.
calculations? The Government has quoted thisThe fact that it was corrected in 1999 was never
figure of £15 billion. If you were to go back to thebrought to Bob’s attention. He only got the 1997
guarantee, what would that cost estimate be?one.
Dr Altmann: The £15 billion figure is not correct
anyway. I think one has to make that clear. EvenQ112 Mr Prentice: I am just trying to get clear in
if you assume that the Government calculations aremy own mind about the responsibility of the
appropriate—which, as I have explained, I doscheme’s actuaries because the Government in its
not—the £15 billion takes no account of the factresponse tells the world that they would know what
that these payments would be taxed and therewas going on and the scheme’s actuaries would give
would be also a net saving to the exchequer froma true assessment of what was happening to the
not paying means-tested benefits. The proportionscheme. But that is fanciful. It just did not happen
of the costs of any compensation scheme thatin practice. That is what you are saying.
would comprise reinstating people, for example,Mr Duncan: The actuaries were just telling you that
back into the SERPS system, as they would havethe scheme was fully funded. To an ordinary
been en bloc before 1997, is diYcult to estimate, butlayman that is what they were telling them anyway.
I would expect it may be half, on average. As I say,Dr Altmann: There was no requirement to disclose
the amount of GMP will diVer between memberswhat would happen on wind-up. The Government
depending on their length of service, how long theycould have required disclosure. Indeed, that was
were contracted out for and so on. I have seen athe heart of the actuarial profession’s
number of people’s entitlements and a number ofrecommendations in 1999 to the Treasury and to
people’s statements, and I would say that, from anthe DSS. The Institute of Actuaries said to the
anecdotal point of view, seems a possible estimate.Government, “We must disclose the fact, because

members think 100% MFR means they have
enough money to pay pensions and it is not true.” Q116 Paul Rowen: Mr Duncan, as a trustee, what

is the role of company trustee? Were they advisingGovernment ignored that advice.
you of any problems when this was happening?
Mr Duncan: The company nominated trustees?Q113 Mr Prentice: So you have the faculty of

actuaries, or whoever they are, making this
recommendation to the Government and the Q117 Paul Rowen: Yes.
Government ignoring them. That is what you are Mr Duncan: They knew as much as I did. I am sure
telling us. they did. They were not senior managers or
Dr Altmann: And the Government somehow failing anything like that, the company trustees, they were
to see the connection that meant it needed to do just junior managers, and they knew as much as I
something itself. It seems to have ignored that. You did. The companies still recommended the pension
could argue that it was concerned about not scheme. They always did and always had, but they
undermining final salary schemes because of the were reading roughly the same material I was.
implications that that would have for public
spending on pensions. That is something, again, we

Q118 Paul Rowen: Who was providing the actualshould not lose sight of here. The basic pension in
information to say that the scheme was okay? Werethe UK is so low that it is only these additional
you getting independent advice?pensions that give people any hope of some kind
Mr Duncan: Independent actuaries, yes.of decent standard of living in retirement. The

Government has been able to pay such a low basic
pension because of these schemes. There was some Q119 Paul Rowen: They were supporting what the

company was saying and what the DWP washidden perhaps policy intention to pretend it was
safe, even if it was not. The Government itself said, saying.
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Mr Duncan: That is right. The MFR was all right, you drew attention to the vast amount of money
in tax relief on savings to the rich. The annual costso . . . There was only a valuation every three years.

They company I worked for went bust and they of compensation, even if it all fell on the
Government, would be a tiny fraction of that taxhad already done one two years ago, so it was

another year before we were going to get an up-to- relief, I suspect.
date actuary report. Dr Altmann: Every year we spend £20 billion on

tax relief for pensions—£20 billion every year—of
which over half goes to top-rate taxpayers. TheQ120 Paul Rowen: And the previous one did not
other thing that I find so striking when I thinkgive you any indication.
about the magnitudes involved in compensatingMr Duncan: It did not give any indication at all.
people like these, who did all the right things,
believed and trusted the Government and didQ121 Chairman: If the Institute of Actuaries said— everything we wanted them to do, is that we havewhich it did say at a certain point—“Look, we need just had a significant reform of pensionto be telling people about the risks here,” why were contributions and tax called A-Day on 5 April thisthey not saying to actuaries, “You must tell all the year, which allows top earners to put vastly moreschemes about the risks”? into their pension with full, top-rate tax relief goingDr Altmann: One can only assume that they forward, which is going to cost the Treasurybelieved it was the Government’s responsibility to probably a few billion pounds over the course oftake the lead on this. The actuarial profession was the next few years, and yet somehow the cost ofrequired to certify whether the scheme met the £100 million or £150 million a year of righting thisMFR or not. The actuarial profession was terrible injustice is said to be unaVordable. I justsupposed to assess on an ongoing basis whether the find that very diYcult to get my head round. I amscheme would have enough money to pay the not saying anything about top-rate tax relief there;pensions. On the basis of the assumptions in the I am saying something about the priorities thatMFR, which were approved by the Secretary of seem to be involved in pension policy decisions andState for Work and Pensions, it was the Secretary public spending decisions which I find diYcult toof State for Work and Pensions who signed oV on comprehend.the adequacy or otherwise of the MFR and the

Government consistently said this was adequate,
even though the original policy intention was to Q123 Julie Morgan: The Ombudsman gave us a
ensure that pensions could be met on wind-up and very convincing case of maladministration, I felt,
the Government was warned that this policy describing the pensioners who came in to see her,
intention was not being adhered to by 1999/2000. with the leaflets that they had used at the time, and
I think there has to be some element of culpability, I think she produced a compelling report. As you
at least in a moral sense, on the actuarial say, one of the recommendations was that the
profession. Whether individual scheme actuaries Government should find a means of payment. Do
were aware of the 50:50 chance, I do not know, but, you not think that, realistically, the best, most
as far as any legal culpability is concerned, they did helpful way of getting money to the pensioners is
nothing wrong. They had to put a note on the to do something more via the Financial Assistance
accounts which mentioned that, on wind-up, there Scheme, despite all its drawbacks, and the
might not be enough money, but it was couched in diYculties with it. Do you not think realistically
a way that would not lead anyone to believe that that that is the most likely way we can get the
there was a problem of the kind of magnitude that Ombudsman’s recommendation implemented?
the priority order created involved in this whole Dr Altmann: I cannot talk about the politics of this
system. It is the fact that people can lose an entire and I think you are asking me a political question.
life savings and get less than they would have got As far as the realities of the situation are concerned,
if they had never gone near the company scheme a mechanism has been set up to deliver assistance
and lose their State Pension equivalent as well that to some of the people aVected. It is not
is so dramatic. That I think the actuarial profession compensation; it is assistance, which is an issue.
probably felt had severe policy implications that But it has been set up in such a way that it has
the Government needed to deal with and were hardly delivered any help to anybody and it has
throwing down the challenge to the Government. cost the taxpayer a huge amount of money. I am
The Government actuaries department did the not quite clear of the merits of continuing to run
same. The Ombudsman uncovered evidence that a separate Financial Assistance Scheme when we
the Government actuaries department was also already have an infrastructure via the Pension
suggesting to the Government that there was a Protection Fund which could well incorporate
huge risk out there that people were facing and they payments of this kind, topped up by government
did not know. If somebody had done something funding. But, if the Government continues to want
about it in 1999 or 2000, the worst of these things to run a separate system, for reasons best
would not have happened. It kept failing until 2004 understood by itself, as long as that pays enough
in this dramatic way. money to everybody that is an administrative

question. The real problem with the Financial
Assistance Scheme is this concept of core pension,Q122 Kelvin Hopkins: I attended your very
which has misled everybody into thinking that it isexcellent briefing of MPs after the Turner Report,

which I thought was very persuasive. At one point anything like the expected pension when ultimately
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it really will not be—but that is just spin—and the there is not a North/South divide, because there
fact that it is taking so long to get up and running. bloody well is! I am sorry. I took the decision to
It is staVed by people who had no experience in sell my house and move into a smaller one, so that
pensions at all when they started and it has taken at least I would get a bit of money, but, living in
a long time to get everything up to speed. I know Leicester, the estate I lived in, it was all white when
there is a Financial Assistance Scheme, but there is I moved in, like, but it was a Muslim estate when
also money sitting there that could be given to I moved oV, so for whatever reason, that kept the
people who need it. The longer we wait for all of price down. So I did not get as much as I thought
these things to happen administratively, the more I was going to get for my house, but at least I made
people will be left without their pensions when their a little bit from the house. I bought up in Jarrow.
money could be given to them now. That is a When I went up there, I had not got a job and the
practical matter. If the Government will accept missus had retired. I was on Jobseeker’s Allowance
maladministration, we can then talk about the best and I thought, “I’m 61, I’m not going to get a job”
way of redressing that maladministration and the but one turned up and I started working for the
consequences of it, but we are not even at that Royal Mail. They put us on night shift. Well, I had
point yet. never worked night shift in my life. I was loading

mail trains up in the middle of the night. It was
pretty heavy work, like, you know, and that wasQ124 Julie Morgan: I accept that that was a
really making us bad. In the job I worked for, Ipolitical question, really seeing what the best way
was an engineer, I made shoe machines, and I quiteis for politicians to go on this particular issue. Last
enjoyed my job, but this was getting us down—butweekend, in CardiV, I met a group of ASW
it is a job, you know, and you do it. So they tookpensioners and a number of them had paid into the
the mail trains oV and they shoved us up atscheme for 30 years and were not within the 15
Newcastle Airport, in the middle of winter, freezingyears that the Financial Assistance Scheme was
cold, with the wind coming across the airfield. ThatoVering. I wondered what comment you would
was fairly heavy work. Okay, I have got a job nowmake about the only form of help that the
where I drive. I go to Birmingham every night fromGovernment is giving is addressed to people who
Newcastle. I take my time going down but driveare nearest to retirement age. I understand they
fairly fast going back—you know, because it is thedeliberately made that decision because they felt it
job finished. It has not been easy. I am always tiredwould help people who would be most in need.
on a weekend. I finish about two o’clock in theWhat do you think about that logic?
morning on a Saturday morning. By the time I pullMr Parr: There is a big injustice in the way that
myself together and have had a sleep, it is Sundaythe FAS is organised, even after the revision that
morning and you are getting ready to go back tohas just been announced. We know of people at
work again. It has not been easy. Now I know IASW Sheerness who have only been with the
am not going to get any pension at all—or at thecompany maybe eight years but are within the FAS
moment I am going to get none. Hopefullywindow, whereas a colleague of mine, a very good
everything will be sorted out in the next few years,friend of mine, is just one month outside the
but, like I say, I have got 10 months to do, andwindow, he will get nothing whatsoever, and he has
what is going to happen in 10 months’ time, Godgot 25 years’ service. On the other hand, we have
only knows. I am not a great worrier. It gets ussenior management who managed to get out,
down but I know there are a lot of people reallyfortuitously, just before the company went into

receivership, who get their full pension and been made bad by it. I have seen people. The lad
immediately get another job elsewhere. The sheer I used to work with, he nearly had a nervous
injustice of the way that it operates is appalling. breakdown. Okay, I have been lucky that way. I

worried once before, when I bought my house in
1968. The interest rate went up a third of a per centQ125 Julie Morgan: I do not know whether you
and I had to find anther £100 in 1968, and that ishave any comments about the huge emotional
when I worried. I lost two stone. I said, from thatstrain and distress that has been caused to
day onwards: “I won’t worry about anything” andpensioners. Certainly in CardiV what people were
I have not. Okay, say in 10 months’ time I will besaying at the weekend was absolutely
worried sick, but it is 10 months’ time.heartbreaking.
Mr Parr: It aVected me in a very big way. WhenMr Duncan: As I say, I was 58 when I got made
it all started going wrong in 2002, my heart wentredundant. I was out of work and I thought, “I’m
oV into atrial fibrillation. I had a couple of jumpnot going to get much here.” I started working for
starts, shocks on the chest, which brought it backan electrical wholesaler, just driving round the
into operation again. But last year, at the time ofMidlands. We were making ends meet, but not a
the General Election, I was up in Kirkcaldy,lot, because the missus was just doing part-time
campaigning in Gordon Brown’s constituencywork in a school kitchen and I was getting a couple
about the pension issue. We had somebody fromof bob an hour for doing this driving. I made the
the Pensions Action Group standing againstdecision, because it was getting us down a little bit,
Gordon. When we came back to Gatwick, I startedthat if I am going to have no money I would rather
to feel very, very peculiar and I pulled up on thehave no money living up North than living down
edge of the M25 and told my wife to take over theSouth. People seem to manage a lot better up

North because they are used to it—and don’t say driving and get me straight to hospital because I
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was losing touch with reality. She took me to the but that leads to these other problems. The
Ombudsman’s report about consolatory paymentsnearest A&E unit, which was Medway Hospital. I

had gone into ventricular tachycardia (which is a I think is very relevant.
very fast heartbeat) and whilst in A&E I actually
had a cardiac arrest. For the General Election last Q126 Chairman: I think that is probably how we

should end. It is good of you to come along andyear I was in the intensive care unit of Medway
Hospital. It is certain that the running around, the tell us particularly the human side as well as the

financial side of what we are talking about. Wepressure and the stress and the worry of the pension
played a major part in that set of circumstances. think we have an obligation as a Committee to try

to do something about this and we will do whatDr Altmann: As I said before, this is an area which
the Government’s response has not even started to we can. Meanwhile, we are very grateful to you for

coming down and giving us your time this morning.address at all. It is assumed that the only problem
is financial losses. That is obviously a big problem, Thank you very much indeed.

Dr Altmann: Thank you for listening.
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Q127 Chairman: Let us make a start. I am delighted way that it has done. Letme also say one other thing:
to welcome John Hutton, Secretary of State for prior to the establishment of the Ombudsman’s
Work and Pensions; accompanied by Christopher inquiry into the allegations of maladministration,
Evans, who is Head of Private Pension Policy and we had already decided to look at the situation and
Regulation, both with the Department for Work see to what extent we could provide ex gratia
and Pensions. Thank you both very much for payments to those who have suVered loss in these
coming along and helping us with our inquiry circumstances. We have the very greatest of
following the Ombudsman’s report on Trusting in sympathy for people who have been caught up in
the Pensions Promise. You have given us the this situation. That is why the Government 18
Government response, John, and you have also months ago or so set up a Financial Assistance
written a note to us, but would you like to say Scheme. It is why the Prime Minister announced
anything by way of introduction? that we would be expediting the review of the
Mr Hutton: No. Financial Assistance Scheme that the Chancellor

announced at my party’s conference in October. We
Q128 Chairman: Let me then ask you this: why has did take full and proper account of the
the Government decided to trigger a constitutional Ombudsman’s report in announcing the very
crisis? significant extension to the Financial Assistance
Mr Hutton: We have not. Scheme only a couple of weeks ago. So we are very

conscious of the predicament that many people find
themselves in. We did not accept her findings ofQ129 Chairman: Let me try again. Why has the
maladministration for the reasons we have set out, IGovernment repudiated uniquely an Ombudsman
think very fully. We do not accept there is areport in the way that it has?
responsibility on the Government to compensate inMr Hutton: Well, let me say two things on that,
the way that she recommended that we should, butChairman. I do not think this is unique. I think there
we have tried to respond to the financial plight thathave been previous occasions where governments
many people have found themselves in with a veryhave not been able to accept a finding of

maladministration. We do so with extreme regret substantial scheme of financial assistance.
and extreme reluctance, but I think the legislation
setting up the Ombudsman clearly did not require

Q130 Chairman: Thank you for that but let us justgovernments to accept findings, on the assumption
be clear about the constitutional territory that we arethat sometimes there will be a disagreement, and
in. TheGovernment has cited various previous casesthat has happened from time to time. We have made
of government disagreement with the Ombudsmanthe decision that we have done with, as I have said,
and in its original response to the Ombudsman’sextreme reluctance. If you look at the Department’s
report you have cited the BarlowClowes case, whichrecord in relation to working with the Ombudsman,
does not sustain the current position because remedythis is the first time in nearly 40 years that we have
was provided. In your letter to us just this week youfelt obligated to respond to theOmbudsman’s report
have cited another case, the Channel Tunnel Railin the way that we have and, as I said, we have done
Link case, which I remember well, where againthat with extreme reluctance and having looked very
initially the Government sought to reject but finallycarefully at the arguments that she presented to us.
accepted and paid remedy. So when theWe have not rushed into this lightly. We have
Ombudsman writes to us in her recentthought very carefully about the actions that we
memorandum, having reviewed the whole recenthave taken and it is for the reasons that are set out
history of her oYce and says: “However, in no casevery clearly in the response that we produced to the
did Government both reject findings ofHouse earlier this month and also in the letters that
maladministration and refuse to consider rightingthe Permanent Secretary sent on 27 January and 28
the injustice that had been sustained in consequenceFebruary. So we did try and set out very clearly the

full reasons for why theGovernment has acted in the of that maladministration. Nor has an injustice
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remained unremedied in any previous case. There is, out in the Permanent Secretary’s letters to the
Commissioner and also in my statement to thetherefore, no precedent for the Government’s

response to my report.” House—and we do not accept the Government has
a liability to compensate fully in the way that sheMr Hutton: I think in the BarlowClowes case, if I am
recommended all of those who have suVered loss.right, the Secretary of State made it clear, he said: “I
That is, I accept, an issue between us. She wouldwant to make it clear the Government do not accept
have liked us to have gone significantly further. Wethe Parliamentary Commissioner’s main findings.
feel we have gone as far as reasonably we can go inNor are the Government legally liable.” It then went
extending the Financial Assistance Scheme in theon to make an oVer of financial assistance available.
way that we have done, and in doing that we haveWe have done the same in this case. We have a
taken full and proper account of the Parliamentaryfinancial assistance scheme available which is
Commissioner’s report.designed to provide somemeasure of compensation.

I accept that it is not the full compensation that the
Parliamentary Commissioner recommended that we

Q132 Chairman: The Government clearly is a partytake butwe have, nonetheless, tried to respond to the
to the dispute and that is why Parliament decided 40predicament that many people have found
years ago to set up its own independent oYce whothemselves in, whilst reserving the right and I think
would investigate the actions of government to seethe Government must always be able to express a
whether maladministration had taken place. If youview on Parliamentary Commissioners’ reports and
look at the government’s own oYcial guidance on allfindings of maladministration. I think it would be
of this from this document called, excitingly,very odd if the Government were not able to express
Government Accounting, it could not be clearer. Ita view in these cases. We have tried very hard,
says: “In the light of investigation of a case, theChairman, and we have reflected very carefully on
Parliamentary Ombudsman will decide whetherwhat the Parliamentary Commissioner said in her
complainants have suVered injustice because ofreport and we have taken that fully into account in
maladministration and whether any injustice hasthe extension of the Financial Assistance Scheme.
been or will be remedied. The Parliamentary
Ombudsman’s findings on maladministration are
final.” It is categorical about the authority of theQ131 Chairman: You will be asked about that
Ombudsman’s position in relation toshortly. We do not want to go over every case but in
maladministration.the Barlow Clowes case, which you have mentioned

again, the Government did eventually provide a Mr Hutton: I would simply ask the Committee
whether it is also the view of the Committee that thatremedy and it said it was doing it: “ . . . in the light

of all the circumstances of this particular case and is properly reflected in the legislation. I would say it
is not. It is quite clear from the actions of successiveout of respect for the oYce of the Parliamentary

Commissioner,” because it recognised that the governments, not just Labour governments but
Conservative governments as well, that there havestatus of the oYce was in question in terms of the

Government response. That is why I say beyond the been occasions where they have not been able to
accept the main findings of the Parliamentaryparticular case there is an underlying constitutional

issue here about this oYce that Parliament set up 40 Commissioner. That is I would say, Chairman, an
indisputable fact of history. It is an extremelyyears ago to do a particular job for it. The

assumption was that the Ombudsman would decide unfortunate position we find ourselves in and, as I
have said, we have not rejected the Parliamentarywhat maladministration was and governments

would accept that. There can be room for discussion Commissioner’s findings lightly. We have looked
very, very carefully indeed at whether we couldabout remedies but there can be no room for

discussion about whether the Ombudsman had accept her findings of maladministration. As we
have made very clear and as the Permanentfound maladministration or not.
Secretarymade clear, I think, in those two letters, forMr Hutton: I think again, with respect, we can trawl
all the reasons that he set out in some detail, we areover this ad nauseam but if you look at how the
not able to accept them on this occasion, the firstGovernment responded to Barlow Clowes, they
ever occasion this has happened for us to publiclymade it very clear and I am quoting directly from the
take issue with the Ombudsman in the way that weSecretary of State: “The Government do not accept
have done. As I said, we do this with extremethe Parliamentary Commissioner’s main findings.”

They then went on to oVer an ex gratia reluctance but I do believe very strongly we have a
right to say this and it must always be open tocompensation scheme, that is perfectly true. I am

trying to argue that althoughwe have taken the same government to take a view on the reports of
Parliamentary Commissioners. If Parliamentview as the then Government did in relation to that

case, on this occasion we do not accept her main intended anything diVerent, it would havemade that
quite clear in the legislation. I think it is perfectlyfindings of maladministration. Out of respect for the

Ombudsman’s oYce we have taken fully into proper for government to take a view on these
matters, but I think we have always tried to take fullaccount her report in reviewing the extension of the

Financial Assistance Scheme. We have extended and proper account, showing full respect to the
OYce of the Ombudsman in responding to hervery significantly indeed the assistance and financial

support that is available to people who find reports. As I said, I think on this occasion although
we were not able to accept her main findings (andthemselves in this situation. We have not accepted

her recommendation, of course—and it is clearly set that has happened before) we were able to take her
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report fully into account in the deliberations that situation. We think it will provide significant
support to up to 40,000 of those 125,000 people. Itook place across government in deciding to what

extent we could further extend the Financial accept that that is not a full remedy in the way that
she advised us to so consider, but we did, as I saidAssistance Scheme. We have provided a very

substantial extension of the Financial Assistance Chairman, look very carefully at her report in
looking at how further we could extend this remedyScheme in the answer that I made on 25 May and it

will extend significantly further and give new through the Financial Assistance Scheme. We have
extended it very significantly and in extending itopportunities for people to receive a measure of

financial assistance when they find themselves in significantly we did take full and proper account of
the Ombudsman’s report. Also we are keen to makethese situations.
this very clear: we have nothing but respect for the
OYce of the Parliamentary Commissioner. This isQ133 Chairman: I think we are confusing findings
one of those occasions, I am afraid, where we wereand recommendations. It is absolutely clear that
not able on the facts and on the evidence that shegovernment has to account to Parliament for any
presented to us to share her view that this was a clearaction it takes or does not take in relation to findings
case of maladministration. I know we are at risk ofthat the Ombudsman comes up with in relation to
going back to the very beginning of this conversationmaladministration, but there is no question that
and we could probably start again if you would like,Parliament intended the Ombudsman to discover
and I suspect we probably will, but that is basicallywhether there had been maladministration or not
at the hub of this. This is not a case of theand to tell it whether there had been
Government saying that we are indiVerent to themaladministration or not. That is what the
plight of people caught up in this situation;Ombudsman does. If you want to know the law you
absolutely not.We have recognised, for the first timego to a judge. If you want to identify a bird you go
by any government, that there is a requirement, into an ornithologist. If you want to find out what
fact a moral obligation to make sure there is notmaladministration is you go to an Ombudsman.
extreme hardship inflicted on people in theseThat is what Parliament intended, an independent
circumstances. That is not the same thing asperson servicing Parliament. It was not conditioned
accepting our responsibility financially and legallyby “we may like what she says” or “we may not like
for the losses they have sustained because we do not.what she says”; that was the nature of the oYce. She

would be the authority on maladministration and
tell Parliament. Q136 Chairman: People will say and indeed are
Mr Hutton: I accept, Tony, that that is the job of the already saying what on earth is the point of going to
Parliamentary Commissioner. I am not disputing the Ombudsman with complaints about public
her role is to make findings of maladministration. bodies if government can reject the findings out of
What I am saying is it has happened on previous hand? Is not the problem here that it would have
occasions that governments have not, been possible for you to accept the findings in
unfortunately, been able always to agree on those relation to maladministration that she found?
main findings. Indeed nobody reading the Ombudsman’s report—

and we will come on to this in a moment—and
Q134 Chairman: This is quite unprecedented in reading all the literature that has been produced at
terms of rejection of the findings and refusal of a the time could possibly doubt that there was
remedy. Never before have those two conditions not maladministration here. It would have been possible
been met in the way that has happened in this case. for the Government to have accepted that but still
That is why the Ombudsman says, quite rightly, we have taken issue with the recommendations about
are in extremely serious constitutional territory here. redress. Is not the problem because the Government
We feel that we are. Let me ask you this: is this a was so anxious not to accept the recommendations
decision that the DWP took or is it something that about redress, that it felt it had to repudiate what the
was raised within Government and therefore Ombudsman said about maladministration? Does
became a collective Government position? that go to the heart of it?
Mr Hutton: Yes, it was raised in discussion across Mr Hutton:No, I do not think it does. I can only tell
Government. the Committee what I saw and what I heard others

say at the time when we were looking at all of these
issues. We have of course to account to ParliamentQ135 Chairman: Right, so we can take it that the
for the proper use of public resources. I do not thinkGovernment has now developed a new view on the
really that can be contested. It is the job of ministers.position of the Ombudsman?
We are accountable to Parliament for how publicMr Hutton: No, we have not developed a new view
money is used. There was another case recently, andon the relationship with the Ombudsman. We have
I knowmanymembers of theCommitteemightwantfound ourselves in a position where we have, I am
to refer to it, in relation to the SERPS case, where itafraid on this occasion, not agreed with her in
was quite clear that there was maladministration,relation to the main finding on maladministration,
and the Secretary of State at the time made itand that has happened before. We have been able to
absolutely clear that that was so. This was a schemeextend significantly the Financial Assistance Scheme
that we were directly responsible for ourselves.that is available. I accept that that does not fully
There was no-one other than ourselves who shouldcompensate in the way that she recommended all of

the 125,000 people who may be involved in this take proper responsibility for the losses people



Public Administration Select Committee: Evidence Ev 29

28 June 2006 Rt Hon John Hutton MP and Mr Christopher Evans

received. This was a scheme run and administered introduced I believe the Government said the MFR
was the cash equivalent of the crude entitlement,directly by the Department for Work and Pensions

and to make matters worse (if they could have been similar to the transfer value, which a member would
receive if he or she were to leave the scheme early.in that case) we were aware of individual cases where

people had sought advice from what was then DSS We have had evidence that in the OPRA Trustees’
Handbook for trustees of pension schemes, the 1997but nowDWPoYcials and got thewrong advice.We

accepted the findings of maladministration because edition, it said the MFR refers to the “minimum
amount of funds that should be in a scheme at anythey were clear in the way that I have just described.

The cost to us was very, very significantly more than one time in order to meet the scheme’s liabilities if it
were to be discontinued.” However, when thethe costs involved, even if we had been prepared

(which we were not for the reasons that we set out) Faculty of Actuaries reviewed the MFR in 1999 it
was clear that even if the fund was up to 100% of theto accept her recommendations to compensate in

this case. There will be a discussion later, I am sure, MFR level, members whowere not yet retiredwould
receive significantly less than 100% of the benefitsabout whether you should use cash or net present

value. The net present value of accepting liability in that they had accrued. The Actuaries highlighted
that they were really concerned that the shortfallthe SERPS case was £18 billion. The net present

value of accepting liability heremight be £2.3 billion, could be significantly below 100%ofwhat somebody
should be entitled to. Indeed, we had an example lastmaybe a little bit more,1 so it cannot be argued, I

think, looking at the precedent here, that the week from a gentleman who was expecting about
seven% of what he had been expecting. He was 64,Department was always going to reject this

recommendation because of the price tag that came he was a year from retirement, and he was expecting
seven pence in the pound from what he had beenwith it; absolutely not. Our responsibility is to look

seriously at the recommendations the Ombudsman expecting. Why did you do nothing to make sure
people were aware that the MFR was not 100%hasmade and of course her findings. That is what we

did. For the reasons that I think are very fully spelt guaranteed?
Mr Hutton: This does take us right into the heart ofout, in my statement and in the letters from the

Permanent Secretary and in the document we the issue. The reasons why I felt unable to accept the
Ombudsman’s report are set out fully in thepublished for the benefit of the House, we were not

able on this occasion to accept her findings of Permanent Secretary’s letters that I have referred to.
We do believe that in the context in which theymaladministration, but we did go on to look again

at the compensation that was available through the should be read and the intent for which they were
prepared, the leaflets did provide an accurate andFinancial Assistance Scheme. We have very

significantly extended that. With respect to the fair description of the policy intent behind the
minimum funding requirement. The policy intentionCommittee and obviously to the Ombudsman, we

have I think tried to discharge our responsibilities behind MFR was essentially two-fold. It was to
protect fully pensioners already in payment throughproperly and fully in this case. We have not sought

in the Department for Work and Pensions to sit the purchase of annuities and it was designed to give
younger members a cashback that would allow themdown one night and say, “How can we generate a

constitutional crisis?” Absolutely not. We have a reasonable expectation, but quite clearly not a
guarantee, of achieving retirement benefitsnothing but respect for the work of theOmbudsman.

In the last year she looked at something like 600 equivalent to those lost by again investing that
amount in a personal pension, and “reasonablecases involving the Department for Work and

Pensions and we accepted every single one of her expectation” for these purposes meant an even
chance.recommendations in those cases. This is, as I said,

the first time ever we have not been able to reach an
agreement with the Parliamentary Commissioner. Q138 Jenny Willott: That is not what it says in the
Of course, if there are wider issues that spring from Trustees’ Handbook.
that, Chairman, that is a matter for this Committee. Mr Hutton: Remember, all of these leaflets came
I am sure they will report in due course to theHouse. with very clear and specific declarations as to what
I do say again we have tried fully and fairly to they were for and how they were being prepared.
discharge our proper responsibilities in this case and They were basically there to provide general
we have given full and proper and due account to her guidance. I do not think in the context in which they
report and her findings.When it came to the decision were prepared, and again for the reasons the
as to what further financial assistance we could Permanent Secretary set out very fully, that we could
extend to people who are caught up in this case, I accept and do accept the Ombudsman’s conclusion
think we have responded very, very fully in that way. that they were prepared maladministratively.
Chairman: Let me ask colleagues to explore this
further.

Q139 JennyWillott:Could you tell me which leaflets
theGovernment put out that didwarnmembers thatQ137 Jenny Willott: I would like to ask some
even if a scheme was up to 100% of MFR it did notquestions about the minimum funding requirement
mean their pensions were protected?and how it relates to these schemes.When it was first
Mr Hutton: It was never the purpose of any of these
leaflets to provide that level of specific and detailed1 The net present value of accepting the Ombudsman’s
advice. They were all designed to provide generalrecommendations is estimated to be between £2.9 billion and

£3.7 billion. advice and they made very clear—and I think
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Committee will have the copies of the leaflets and I amongst the actuarial profession about what more
they should be doing to alert scheme members as tohave them here and we can quote from them—what

the purpose and intent was. I think they all made the minimum funding requirements. So we did not
take that as a cue to review the literature or thevery clear to people that they should take proper and

specific advice about their own personal leaflets that we had put out.
circumstances.

Q144 Jenny Willott: I was asking about the level of
Q140 Jenny Willott: If that is a general point and the MFR not the leaflets, the fact they highlighted
people believed that if a pension fund did have 100% problems caused by increasing longevity and about
of the minimum funding requirement that meant the rising cost of annuities. I was just askingwhat the
there was enough money in there for their pensions Government’s reaction to that information was
to be protected, that is not a specific question about given the concerns they raised about the level of
an individual’s pension, that is a general point about the MFR.
government policy. Can you say which leaflets made Mr Evans: In the Government’s further response
it clear that that was not the case? published in June, number 40 of the response, taking
Mr Hutton: I rather repeat myself and I do not want it through the diVerent recommendations by the
to do that, but necessarily I think I need to because profession to adjust the MFR, I think the one you
the leaflets were not designed to provide that level of are referring to is the May 2000 recommendations
specific and detailed information. because there were recommendations in 1998, 2000,

2001, and subsequently 2003. If I am following you
correctly, it is this recommendation in May 2000Q141 Jenny Willott: It is not specific and detailed

information; it is a very general point about a that you are referring to. The Government
considered those and did not accept thosegovernment policy.

Mr Hutton: I think it is because the risk of an recommendations to change the level of the MFR. I
do not think that was part of the review.employer falling into insolvency and not meeting its

liabilities under an occupational pension scheme is Mr Hutton: That went out to consultation, I think,
at the time, in the context of the Government’svery, very small indeed. The leaflets were designed—

and we made this point in our letters to the review of MFR and our intention to replace it. I
think the result of the feedback and the consultationOmbudsman—to provide general advice about the

policy that had just been enacted by Parliament. was that we should not make those changes at that
moment in time. As I understand it, theThey were not designed to provide specific

information and intelligence to the public about the Ombudsman did not find that that decision was
made in maladministration.liabilities in their own scheme that they were

thinking of joining or the scheme that they were
already members of. That is why we did not seek to Q145 JennyWillott: I amnot suggesting it was. I was
provide that level of information. just seeking your reaction. The Government has

argued that some of the schemes that went bust did
Q142 Jenny Willott: I do not know what the rest of not actually have theMFR levels in the pension fund
the Committee feels but I do not think personally it at the time that the company went insolvent so
is a specific piece of information. I think that is a scheme members should not have expected to have
piece of general information that should have been received the whole of their pension, which may well
made available in leaflets, but I am sure others will be a very fair point. However, to use an example on
have their say later. The Actuaries also told the insolvency that is particularly pertinent to my
Government in 1999–2000 that there were problems constituency, Allied Steel and Wire had 101% of
particularly with the level of the MFR being set MFR in their CardiV branch and 104% of MFR in
because of increasing longevity and also because the their pension fund for their Sheerness branch, so
cost of annuities was rising hugely. What did you do scheme members in those two areas had a right to
about it? expect that their pensions were protected based on
Mr Hutton: Which specific advice are you referring the Government’s information about the MFR.
to? Have you got any estimates of how many of the

schemes that were aVected according to the
Ombudsman’s report were funded at or aboveMFRQ143 Jenny Willott: It is in the report—

Mr Hutton: Is this about disclosure about the levels and how many of them were below MFR
levels at the time of insolvency?purposes of MFR?

Jenny Willott: It is the Review of the Minimum Mr Hutton: I do not think we have got any detailed
information about the numbers that met MFR orFunding Requirement: A Report to the Secretary of

State, Pensions Board, Faculty of Actuaries, May the numbers that did not. Clearly there would have
been some that did meet the MFR requirement and2000.

Mr Hutton: I think this was the report, if I a number that did not, but we do not, I am afraid,
have that specific information.am right—and maybe Chris would have the

specific details in front of him—containing Mr Evans: That is correct. We collected some
information about funding levels of schemes inrecommendations by the actuarial profession about

MFR andwas actually designed for scheme trustees. relation to making estimates for the Financial
Assistance Scheme but the actual MFR-relatedIt was not aimed at government to review the

material that it presented. It was a discussion funding at the relevant time is not information that
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we have. It is likely some were at the MFR level and Mr Hutton: There is a limit to how much financial
some were not. I take your point that may well have assistance we can provide.We have always been very
been the case for ASW. We do not have that straight with people about that. Some of that of
information for all the schemes. course goes back to the discussion I had originally

with the Chairman about who is liable for the losses
here, and we do not think the Department for WorkQ146 Jenny Willott: Would that not be quite basic and Pensions and theGovernment and taxpayer are.information to have if you are then making
We have been able to provide significant amounts ofjudgments about whether or not people should have
financial assistance to help people in theseexpected a full pension or not?
circumstances, but quite clearly the amount of helpMr Hutton: It would be very diYcult to collect that
we can provide is going to be limited. We have hadinformation. The responsibility for managing MFR
to make some very diYcult decisions about theas a policy was the responsibility of the scheme
extent to which we can extend the scheme and howtrustees, not the responsibility of government. They
much financial assistance we can provide. We havewere the ones who had decisions to make in relation
never sought to claim that we can fully compensateto their own individual pension schemes for which
people in these circumstances and the Financialthey had responsibility.
Assistance Scheme of course does not attempt to do
that. It provides a very significant amount of

Q147 Jenny Willott: Sure, but if the Government is financial support where otherwise there would be no
rejecting suggestions of maladministration by the help whatsoever, other than reliance on pension
Ombudsman, do you not think it would be a good credit and maybe other means-tested support that is
idea to be in possession of the full facts of the available for people once they have retired. That
situation before rejecting it? would not be acceptable. I said earlier that I think it
Mr Hutton:Of course it would.Wewould verymuch is a proper responsibility of government to take
like to have more information than we currently do. responsibility to ensure that extreme financial
We have begun to assemble quite a rich database hardship in those cases is mitigated, and I think we
now through the creation of a financial assistance have done that fully and responsibly in the way that
scheme and that might well provide us with more we have extended the Financial Assistance Scheme.
information in due course, but right now I am afraid What I cannot do, for perfectly sensible reasons, is
for the Committee I cannot give you a specific to provide any kind of detailed financial advice to
number for those who met MFR and those who people. Clearly the person that you have drawn our
did not. attention to is someone who sounds to me like they

will not receive qualification for financial assistance
under the FinancialAssistance Scheme. I have a veryQ148 Jenny Willott: I have been looking at some of
great deal of sympathy for people in that situation.the specific examples of individuals who have been
What we have felt we have needed to do with theaVected, and I know that one element of the
Financial Assistance Scheme is concentrate themostGovernment’s response is that you have extended
help we could on those who were closest tothe FinancialAssistance Scheme beyond peoplewho
retirement and who were clearly therefore not in anyare within three years of retirement to those within
reasonable position likely to be able to make15 years. I just wanted to give you an example and
provision for themselves. There is an argument to beask youwhat you thought that individual should do.
had about how far away from retirement that helpAn individual here has worked at Allied Steel and
should extend and where it should continue. WeWire from the age of 18 to being made redundant at
have made a judgment that 15 years from retirementthe age of 49 (and therefore he does not fall within
is a reasonable period of time in which the taxpayerthe limits of the Financial Assistance Scheme)
will provide additional financial support. For peopleearning £20,000 a year at the end. In a final salary
who are not going to qualify then, yes, we are sayingpension scheme an eightieth of his pension
to people, “I am afraid there will be a need for you toentitlement by the age of 49 was £7,750 per year.
try and make as much provision as you can for yourAssuming he loses almost the whole of the pot,
retirement in those circumstances, although therewhich is likely to be the case, and I have looked at
may well be additional financial help for youthe figures, he would need to rebuild £164,000 by the
through the pensions system when you retire if youage of 65 to be able to buy an annuity to replace that
find yourself in need of additional help.” In all of£7,750, plus obviously paying into a new pension
these cases, yes, it is about the limit of how muchfrom the age of 49 to 65 to make up for the next 16
financial assistance the taxpayer can provide. Thereyears of his life. That means on top of his regular
is a limit. If there is a limit—if people accept there ispension payments he would need to save £6,500 a
a limit; you may not—then there has to be some setyear to be able to have enough to buy an annuity to
of criteria and eligibility established and establishedreplace his pension. That is a third of his salary and
clearly so that people know precisely what financialhe is not getting any help at all from theGovernment
help will be provided for them and what help theybecause he is too young and it appears to be that the
have to make for themselves in that situation. ThatGovernment considers it reasonable that he should
is where the line has been drawn in this case. It is abe expected to have enough time to replace the
significantly more generous scheme than the onepension that he has lost. Do you think that is

reasonable? that was originally announced in 2004.
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Q149 Jenny Willott: Can I ask two final questions I would have to say is doubly disingenuous when the
cash costs (which are the real costs here) are nearerabout cost. The Pensions Commission said that
£15 billion.“expressing the cost of pensions in cash terms”—and

Mr Evans will have heard me say this morning at the
other Committee, “is the least useful because it Q153 Jenny Willott: Can I ask one further question
exaggerates how expensive something will feel.” The which is on the scale of the help to compensate
Treasury Select Committee recommended that the people. It would cost in net present value terms
Government publish cost estimates for between £60 and £100 million per year over a period
compensating lost pensions in net present value of time. DWP spends £60 million a year on leaflets
terms not just in cash terms. Why was the decision and PR which is one of the elements that caused this
taken when announcing initially the cost of crisis in the first place. Do you not feel embarrassed
replacing benefits of £15 billion only stated in cash saying you cannot spend the same amount to put it
terms by the Prime Minister, by I think you and by right?
the Minister of State in your Department as well, Mr Hutton: I said earlier this is not aboutmoney.We
and nobody mentioned the net present value until I have not made this decision because of the price tag
think it was two months later? that comes along with it; absolutely not. We have
Mr Hutton: No government has ever used net looked at the evidence of maladministration and we
present value and those calculations that flow from have looked at the link the Ombudsman suggested
it as a way of making decisions about public there was between thatmaladministration, whichwe
spending.We do not take chunks of money now and do not accept, and the losses that individuals have
invest it and then rely on the income that comes from sustained. It is because of our view of those facts that
that investment to fund future public expenditure we have decided we could not entertain her
commitments. That has never been the policy of any conclusions that we should compensate fully in the
government since time immemorial. The net present way that she suggested. That is why we made the
value figure, of course, has value in this context and decision.We did not argue backwards from the price

tag and say we cannot accept her recommendations;it is significantly less than £15 billion. Of course it is
no. If there is any evidence that that was theand we have published that. However, that is not
established practice in the DWP, it could nothow governments publish information about
account for the decision in relation to the SERPSaccounts. Spending reviews are done in cash terms.
case where the net present value is probably six timesThey have to be done in cash terms.
higher than the net present value in relation to this
particular set of recommendations from the

Q150 Jenny Willott: Sure but a spending review is Ombudsman. That analysis is for the birds. The
three years and we are talking about expenditure reason why we have not been able to accept fully her
over 50 to 60 years. It is completely diVerent. recommendations about compensation are for the
Mr Hutton: No, you are quite wrong. Spending reasons the Permanent Secretary set out very clearly
reviews are about three years but the public spending in his two letters, which I have made clear in the
forecasts express the figures in cash terms and they House, which the PrimeMinister hasmade clear and
have got to because if you lose that discipline you get which our response to the House also set out fully
into the sort of trouble we have been in before in as well.
public spending in this country where money starts
to run out and the cheques start to bounce. Cash Q154 Chairman: It is quite likely we are going to
accounting is very very important. We do it for CSR have an interruption by a division shortly so I will
purposes and we do it for long-term expenditure suspend the Committee for 10 minutes or so. Before
forecasting. We did it in relation to the Pensions we do this Jenny mentioned the Institute of
White Paper when we published the estimates of the Actuaries Report in 1999. What it said was: “It is a
full costs of the reforms we are setting out. It is key conclusion of the review that there should be full
simply untrue to say that it is somehow disingenuous and clear disclosure to members of the objectives
to produce these figures in cash terms. and limitations of the MFR test and the

consequences if their scheme should be wound up.
We recognise that this enhanced disclosure couldQ151 Jenny Willott: I asked why it is only in cash
have major consequences, as almost all employersterms when the recommendation was that it should
and trustees have until now tended to stress thebe in net present value as well.
security aspects of occupational pension schemes inMr Hutton: We have published the figures in net
their communications with members. We believe itpresent value terms.
will be necessary to create a better understanding
amongst members of the public of the issues
involved.” That could not have been a clearerQ152 Jenny Willott: Two months later.
warning to government about the need to startMr Hutton: There was no attempt to hide or
flagging up the risk, could it?manufacture the intelligence here or torture the data
Mr Hutton: I think it was directed to schemeuntil it confessed. The material is in the public
trustees, that advice was to scheme trustees.domain. We have never sought to deny there is a

lower net present value associated with this, but that
is simply not how governments fund public spending Q155 Chairman: It says here “members of the

public”.commitments. To say the cost was only £2.9 billion
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Mr Hutton: But it was a recommendation that safety of their occupational pension following the
Maxwell aVair.” It then went on to add that thescheme trustees should do that.
minimum funding requirement “was intended to
make sure that pensions are protected” and then theQ156 Chairman: “ . . . better understanding amongst
next bit is in emphasis “whatever happens to themembers of the public”. Surely the government was
employer”. That could not be clearer as anin the business—that is why it was issuing leaflets
indication about the safety of these schemes, couldabout pensions, was it not—of informing the public?
it?Mr Hutton: We did try to discharge that
Mr Hutton: That was a specific reference of courseresponsibility to inform the public about the policy
to fraud and Maxwell had defrauded his companybut my understanding is that is a piece of advice
pension schemes and the Act did introduce a fraudfrom the profession to scheme trustees that they
compensation scheme.should better communicate the risks to scheme

members.
Q161 Chairman: I am not sure you are convinced by
that reply, John, even as you give it.Q157 Chairman: What it said was: “The actuarial
Mr Hutton: As far as we are aware, none of theprofession is keen to work with government,
schemes involved in this investigation involvedemployers and pensions organisations to promote a
fraud. You have chosen a particular passage ofgreater awareness and understanding of these issues
PEC3 which relates to fraud.amongst scheme members.” So it wanted to work

with government to flag up these insecurities and
risks with scheme members but that was not Q162 Chairman: It was designed to be illustrative
reflected in any alteration the government made to because one only has to read, as I say, the exhaustive
the information that it was putting out. textual analysis of these leaflets the Ombudsman has
Mr Hutton: No, because for the reasons I have said, given us to see that it cannot be sustained that the
our thinking then was that this was advice from the Government was giving—let us just be clear what
profession as to how scheme trustees should better the DWP’s own guidance was in relation to
inform scheme members of these issues. It was not information. Its guidance was that the information
taken by us as a recommendation that we should re- given had to be “accurate and up-to-date, with no
visit the literature or the leaflets we had produced. It significant omissions”. That is what the DWP had
was advice within the profession to scheme trustees. said in the wake of inherited SERPS. The

Parliamentary Ombudsman says, having looked at
Q158 Chairman: I think what people find very all the information, that it was “sometimes
diYcult to understand is when the Ombudsman has inaccurate, often incomplete, largely inconsistent
analysed exhaustively all the literature put out and therefore potentially misleading”, and that this
during the relevant period and the statements that constituted maladministration. It is pretty
were being made—and it is absolutely clear what the straightforward, is it not?
tone of that literature and those statements was— Mr Hutton:That is a very straightforward allegation
and it was all about reassurance, about the integrity and there is a very straightforward rebuttal of that in
of occupational pensions schemes, it used words like the two letters to the Commissioner from the
“safe” and “protected” and “guaranteed”, it is not Permanent Secretary, where we set out in some
surprising that people thought that a kind of detail why we did not feel that was a full and fair
government kite mark was being given to these description of those leaflets. It is very clear these
schemes, is it? leaflets were designed as a brief summary of the
Mr Hutton: That goes to the hub of the argument changes, not a complete and authoritative statement
and you have expressed your view about that and I of the law. In relation to the point about significant
am expressing the view of the Government in omissions, I do not believe there were significant
response to the Ombudsman’s report. The leaflets omissions, given the declared purpose of this
were general. They were very clearly expressed in particular leaflet which was, as I say again, a brief
those terms. People were advised they were not a summary of all the changes in the Pensions Act
complete statement of the law and that they should which was intended as general guidance. That is to
get proper professional advice in all of these cases. I re-run the argument about whether these were
think in that context—and again it comes back to maladministrative or not. We have set out a full
our original exchange—we do not accept that these explanation as to why we do not accept that these
leaflets were incomplete, inaccurate or misleading. leaflets were in the letters of the 27 January and 28

February, and the fuller argument is contained in the
response we laid before the House in June. That isQ159 Chairman: It is not a question of full
the Government’s view of the leaflets and the issuesstatements and so on. If I look at the leaflet issued in
raised by the Ombudsman’s report.January 1996?

Mr Hutton: This is the PEC3 one?
Q163 Chairman: When Lord Turner was here last
week he said he thought it was very important not toQ160 Chairman: It is the one referred to in

paragraph 22.1 of the Government’s response. It use the language of guarantees in relation to schemes
that were not guaranteed and yet we do find thesesays the changes including the development of the

MFR had been introduced as “the Government words “safe”, “protected by law”, “guaranteed” in
what theGovernment was saying. It should not havewanted to remove any worries people had about the
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done, should it? The fact that it should not have Q166 Kelvin Hopkins: Can I pursue that point a
little. We had from the real world a former convenordone is evidenced by the consequences of doing so,
of shop stewards, who had advised his own tradeand the failure to mention the inherent risks which
union members to carry on with their occupationalthe actuaries had pointed out in pretty stark terms
schemes. They lost their money but he lost out asjust emphasises the point.
well. Describing himself as a “lifelong Labourman”,Mr Hutton: I have set out the Government’s
he felt very hurt by what had happened. Even if heargument in relation to all of this.We felt andwe still
had gone to his full-time union pensions oYcer,feel that the leaflets were a fair and accurate
would they not have looked at that leaflet and said,description of the policy intention at the time. They
“You’re all right. We have got a Labourwere not described and designed as a detailed and
Government now. The leaflet says it is okay. Carrycomprehensive statement of the law. We were very
on”? If someone of a more middle-class inclination,clear that people should take proper advice before
not a union member but someone who was athey enrolled or joined or remained in an
Member of Parliament or whatever, goes to theiroccupational pension scheme. I know there is a very
accountant and says, “Am I okay?” they might say,clear recommendation to the Ombudsman’s report
“Yes, the Government has given a guarantee now.that these were maladministrative and we can go on
You’re okay.” I am sure that that sort of thingrehearsing the arguments about why you say they
happened and the Government has a responsibilityare and why I say they are not, but the argument is
to people who suVered as a result.clearly set out in those letters from the Permanent Mr Hutton: We are rehearsing the argument againSecretary and I cannot add anything to the about the cause of loss and so on and so forth. In

argument that we have set out. relation to the leaflets that the Ombudsman has said
are maladministrative, and therefore that does
create the obligation on government to compensate,

Q164 Chairman: I understand what you are saying I dispute very strongly the argument that having
and I do not want to keep going round the same looked at leaflet PEC3 a professional would just rely
circuit, but we had a trade union representative here on the leaflet to advise his or her professional clients;
last week and we had a trustee here last week telling absolutely not. They have a wider set of
us how they had been seen as a source of authority responsibilities in advising clients professionally
for their members and they had referred, as they than simply to refer to a general leaflet produced by
would, to all the literature that was available, and government. Again, this comes to the heart of
that gave them the assurances that everything was argument about responsibility for loss and whether
going to be fine and what a huge sense of the leaflets were a significant cause of loss. We have
responsibility they now felt because they felt that set out our arguments fully as to why we do not
they in turn had misled people about the security of accept that they were.
these schemes?
Mr Hutton: This was quite clearly a responsibility Q167 Kelvin Hopkins: In the light of the Chairman
that was shared between the government to have the reading out the words of advice, how many
right legislative framework in place, and the then accountants, how many shop stewards, how many
government tried to do that, and then to explain the union pensions oYcers would have said, “Ah, well,
policy intent in the way that they did. There is clearly don’t believe any of that. When it comes to the
a set of responsibilities on scheme trustees to operate crunch the government will let you down and it is all
within the law to discharge their common law very dodgy”? Howmany would have said that in the
responsibilities as well. I am not surprised—because light of that advice?
they are decent, honest people involved in scheme Mr Hutton: Said what, sorry?
administration—that they did feel that sense of
dismay as to what has happened, we all do, but the Q168 Kelvin Hopkins: Would have said, about
issue for government and taxpayers is were the joining a scheme or carrying on with an
leaflets maladministrative? The Ombudsman says occupational scheme, “You will be on your own in
yes. We disagree strongly. And even if they were the end, so be very careful.” How many would have
maladministrative, were they the cause of people’s actually given negative advice, countering the advice
financial loss? Again, I am afraid, on that occasion being given by government which has been read out
too we do disagree with the causal argument that is very carefully by our Chairman?
contained in the report. It is for the combination of Mr Hutton:As I think you probably know, I am not
those two reasons that we have not been able, as I in a position to give you an answer to that question.
said, to accept her recommendations.

Q169 Kelvin Hopkins: I suspect the answer is none.
Mr Hutton: But neither are you. You did not sit in

Q165 Chairman: Ann Abraham? on any of these conversations between accountant
Ms Abraham: Only to say that the causal argument and client. It is quite impossible for anyone to come
is not in the report. The report does not say that the to a definitive answer to that question. I just come
maladministration which has been talked about in back to my original observation. The heart of this
terms of the leaflets caused the financial losses. It did argument, as I see it—and maybe I am wrong,
not say that. maybe I have got it wrong—is that because the

leaflet said the words that Tony said, it implied aChairman: Thank you for that.
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guarantee that things were safe and that was a extent of liabilities were in the scheme and the extent
suYcient condition on which people could then of cover of MFR. Again it is a fundamental
make investment decisions, when the leaflets argument here. The essential underpinning, as I see
themselves made very clear that was not so, that it, of your argument is that because there was a
there was a need to take proper, independent advice, leaflet produced to scheme trustees that absolved the
and that they should do so. That is one of the hubs scheme trustees from any further obligation to seek
of this particular argument. or obtain professional advice about the scheme,
Kelvin Hopkins: I do not know too many workers in particularly in relation to MFR.
schemes who would have chosen to pay an
accountant to advise them.

Q174 Jenny Willott: With respect, that is not what
I said.Q170 Jenny Willott: Could I ask one quick question
Mr Hutton:Youwere saying it would be appropriateon that point whichKelvin was raising. You say that
for the scheme trustees to rely on the leaflet.they should have taken further advice. Presumably

one of the people they would have turned to was the
members’ trustee on the board of the pension fund

Q175 Jenny Willott:No, I said the information theywho would be relying on the information in the
had been given by the Government not in a leafletTrustees’ Handbook, which was also completely
but in the Trustees’ Handbook says specifically thatmisleading and I read you a quote from it earlier.
the MFR is the minimum amount of funds thatHow would you expect people to be able to
should be in the scheme to meet the scheme’sunderstand truly what the situation is when not only
liabilities. If you are saying that is not enough andthe information they are getting is inaccurate and
instead they should have read the MFR certificate, Iincomplete and therefore misleading but the
think that is a very peculiar argument. You areinformation that theirmember trustees are getting as
saying that the basic information that is being givenwell is inaccurate, incomplete and misleading?
to all trustees of pension funds, particularly theMr Hutton: As I say, we do not accept that the
member trustees who are not experts in the area, thatinformation was inaccurate, misleading or
they should not be able to rely on the informationincomplete, and therefore it is quite obvious that if
being given in a handbook on their role as a trusteeyou are a scheme trustee the scheme would be
because it is not accurate and instead they have toreceiving professional advice and it would be
read the small print on the MFR certificate?entirely appropriate for scheme trustees to seek
Mr Hutton: There is no question of small printprofessional advice about the investment strategies,
anywhere. The requirement is very clear and specificthe minimum funding requirement, what it meant
in the legislation about what aMFR certificate mustfor their schemes and so on. It is quite diYcult to
include and contain. I am saying yes I do believe it isargue that the leaflet absolved everyone at all points

in the system from taking any responsibility for and was a responsibility of scheme trustees to take
seeking professional advice. proper advice about what MFR meant for their

scheme and to make sure that that was properly
understood and communicated amongst the trusteesQ171 Jenny Willott: I am not talking about the
and, yes, amongst the members. That is one of theleaflets. I am talking about the Trustees’ Handbook
reasons why we have a diYculty with theand the fact that—
Ombudsman’s report here which says it is ultimatelyMr Hutton: Or the Trustees’ Handbook.
the responsibility of the taxpayer to address these
issues of compensation. I do not believe it is and IQ172 Jenny Willott:—and the fact that if a scheme
think there is a responsibility on the part of thewas up to 100%MFR and the Trustees’ Handbook,
scheme trustees, a very clear one, in fact thewhich is what they are supposed to be basing their
Handbook itself makes it very clear, to take properdecisions on, refers to theminimumamount of funds
advice.that would be needed in order to meet the scheme’s
Jenny Willott: We have got to come back to this.liabilities, do you not think it would be justified if
That is not what it says.they assumed therefore that if they were at 100%
Chairman: I am going to suspend the Committee forMFR that the money in the scheme would meet the
10 minutes.scheme’s liabilities?

Mr Hutton:No, for the reasons that we have already The Committee was suspended from 3.18 pm to 3.38
set out very clearly and the leaflets themselves made pm for a division in the House.
very clear, that people have to have a responsibility Chairman: Let us continue where we left oV. I am
for taking proper advice themselves. afraid it was a politician’s promise about 10minutes.

We thought there would be two divisions but, in fact,
Q173 JennyWillott:Thesewere the people whowere there turned out to be only one. I apologise for that.
giving the advice. I am talking about the trustees not I think, Jenny, you had just finished a question.
the members reading the leaflets. I am talking about Jenny Willott: Yes.
the trustees reading the handbook. Chairman: Could I move on to Grant.
Mr Hutton: They have a responsibility to take
proper professional advice themselves about the

Q176 Grant Shapps: You mentioned previously youMFR. The MFR certificate that every scheme is
required to have would make it very clear what the have the leaflets with you.
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Mr Hutton: Someone has got them. Q183 Grant Shapps:Hold on a second. We are here
as a Committee and I am making this point to try
and understand the background to the situation thatQ177 Grant Shapps: Perhaps whilst I am asking
we are now in. I am not trying to make it as a partysome other questionsChristopher can find out about
political point at all. I think you have admitted thisthem.Which of these leaflets actually warnmembers
already, if you take money out of the system then itthat the scheme needs to be at the minimum funding
means there is less in the pot to pay out in pensions,requirement savings level to be protected? Perhaps
and I think you have already conceded that point. Iyou can find the reference in these leaflets.
am trying to make the further link that by taking theMr Evans: Yes.
money out of the liquidity of the stock market when
pensions themselves invest in the stock market that

Q178 Grant Shapps: If I carry on and perhaps further reduces the value of people’s pension funds.
someone can have a look at that. Mr Hutton: No.
Mr Evans: Yes.

Q184 Grant Shapps: It does not increase it, does it?
Q179 Grant Shapps: Great. In 1997 the chancellor Mr Hutton: What we are talking about today are
famously raided the pensions funds by abolishing insolvent employers who are not able to meet their
the tax credit for dividends income. That has been liabilities under the legislation that your
repeated every year and there has been a resultant Government enacted. That is the issue that we are
loss in liquidity in the stock market. So to quite a discussing here. I do not believe that the tax changes
large degree the government is responsible for a lot have anything to do whatsoever with that
of these private pension losses, are they not? fundamental issue before the Committee today.
Mr Hutton: No.

Q185 Grant Shapps:Hold on a minute. What we are
Q180 Grant Shapps: You cannot take money out of talking about here today is what the Committee
something, reduce liquidity and then say there is no wants to question you on. What the Committee
responsibility for it. wants to find out is the extent to which the
Mr Hutton:No. I think the tax changes to dividends, Government might have been responsible for
tax credits, which you are referring to were part of a maladministration. The Ombudsman, as we have
package, if you remember, which were welcomed by heard, says the Government is 100% responsible for
business at the time because they incorporated other that maladministration. I am putting it to you that
reductions in corporation tax. Now you can frown if the reason theGovernment is in such a hole, in other
you like, I am just telling you the facts. words that these pension funds are not worth what

they should be, is partly to do with the
Government’s own position.Q181 Grant Shapps: Because business is one thing, a
Mr Hutton: No, I do not accept that.business might welcome something because you

reduce corporation tax, as you say, that does not
Q186 Grant Shapps: Who then, tell me, made thehelp their pension position. What we are talking
decision to ignore the ruling of the Ombudsmanabout here is pensions. There is no doubt—I do not
about maladministration: you, the Prime Ministerthink you can realistically say this or tell me if you
or perhaps the Chancellor?are—that by abolishing tax credit on dividends
Mr Hutton: It was a collective decision of ministers.income did not reduce the pot ofmoney available for

pensions.
Q187 Grant Shapps: So it was not, as we mightMr Hutton: No, I think that is true. The significant
assume, the Secretary of State of the DWP?impact for pension funds would not be changes to
Mr Hutton:Of course I was involved in that decisiondividend tax credits but the reassessment of
because this primarily aVects my Department’sliabilities in the light of increased longevity and the
responsibilities but this was, as I said again, aundisputed fall in the value of equities which took
collective decision of ministers.place over this period.

Q188 Grant Shapps: That is quite interesting. Was itQ182 Grant Shapps:What I am trying to suggest to
a Cabinet decision? Was it discussed in the Cabinet?you, I suppose, is that the two are linked. If you take
Mr Hutton: It was discussed by ministers in theliquidity out of the stock market, five billion pounds
normal way through correspondence.over nine years, you will argue it is a little bit less

than five billion because of the technicalities of the
Q189 Grant Shapps: Yes, but “ministers” could justway that abolishing tax credit works but let us say
mean you and your junior ministers. I am trying tofor the sake of argument it is 30 or 40 billion pounds,
understand at what point in Government this wasyou take that out of the stock market, the stock
discussed.market goes down, pension funds, which are largely
Mr Hutton: It was a cross government decisioninvested in the stock market, have less cash, you
involving ministers from other departments in a wayhave helped to create this problem.
that normally decisions are made in government.Mr Hutton: No, we have not helped to create the

problem in the way that you suggest. Presumably if
you felt that was the case we would have heard a Q190 Grant Shapps: It would have included then the

Treasury and the Chancellor?commitment from your party to reverse those—
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Mr Hutton: Of course. Mr Evans: This was a guide booklet essentially for
trustees and their advisers. It says that a scheme
which complies with the MFR will either already be

Q191 Grant Shapps: The Chancellor who has, in my funded to at least the minimum level required by the
view, helped to create a position whereby there is law or will be aiming to have that level of funding
insuYcient liquidity in the stock market and, within certain time limits. It goes on to say this will
therefore, a problem with pensions leading to the not necessarily ensure that all of the schemes
accusation of theOmbudsman ofmaladministration liabilities can be met fully if the scheme were to be
is also involved in deciding that the accusation of wound up. However, the MFR sets a benchmark
maladministration is, in fact, entirely unfounded? against which the trustees must measure the funding
Mr Hutton: That is a proper exercise of ministerial level of the scheme.
responsibilities.

Q196 Grant Shapps: So the trustees are told this
Q192 Grant Shapps: I am just trying to link up the information but actually anybody—
way here that the Chancellor in particular in this Mr Evans: It is available.
particular case is linked in the whole circle of this
with both helping to create the problem along with

Q197 Grant Shapps: It is going to trustees rathera lot of other things, like people’s longevity, which is
than members of the funds.a good thing I think we probably assume, and other
Mr Evans: It would not have been distributedfactors, but in the mix here is the fall in value of
automatically by the government to all members ofequities and the raid on the pension funds
schemes but it was available.themselves which has created a problem which the

Ombudsman says is maladministration in terms of
the way that has been dealt with and the Chancellor Q198 Grant Shapps: It was intended for the trustees.has a hand in saying “No, no, no, it is not Mr Evans: Yes.maladministration, this is absolutely fine. We are
going to ignore those findings”.
Mr Hutton: I do not think there is a connection Q199 Grant Shapps: Is it not a strange omission that
between any of those points. In relation to the wider it was not mentioned in the leaflets which were
issue about ministerial responsibility, this is how intended for the individual participants of such
governments make decisions. They consult and they schemes?
make sure that ministers are in agreement. Mr Hutton: I think this comes back to a discussion

we had some time ago about what the purpose and
intent of those leaflets was. I have tried to explain

Q193 Grant Shapps: How can you say there is no what the purpose and intention of those was.
connection between these points? If the amount of
funds in pension benefits has reduced you cannot say
that is not connected to the fact that there is a Q200 Grant Shapps: The picture that is gathering in

my mind here as I listen to all the evidence thisproblem with the amount of money available to pay
out in pension funds. afternoon is a crisis in pensions which has, in part

with other issues to do with people living for longerMr Hutton: In the first instance we are talking about
employer insolvency, this is the root of the problems and what have you, been created by this Chancellor

whomakes a single decisionwhich continues to havethat we are discussing here. The changes to dividend
tax credits did not create employer insolvency. ramifications for years to come about abolishing tax

credit for dividend income. That creates a situation
of not only less money directly in the pension funds

Q194 Grant Shapps: It is not just employer because they are having their cash taken out in a
insolvency, is it, because in particular the minimum diVerent way but also a lack of liquidity in the stock
funding requirement makes it seem that as long as market which creates a problem where millions are
you are at 100% of MFR then you are eVectively aVected. I would be interested to ask you how many
pretty much protected. As we have heard through people you think are aVected by this particular
the cases in CardiV and elsewhere that has not pension crisis thatwe are talking about.Do you have
always been the case, even when the employer is not a number for us?
insolvent people are having these problems. I Mr Hutton:No, and I think again, with great respect
wonder how we are doing on the first question? to you, you are making an unsustainable leap of
Mr Evans: I think the main relevant booklet was one logic, if I can use that expression in a diVerent
produced by the Occupational Pensions Regulatory context. If you want to focus on the decision taken
Authority in 1999 which was specifically a guide to then to change the regulations around how we
the minimum funding requirement. I think your treated for tax purposes dividends in this context I
question was where is it explained in the leaflets. think you have got to look at the wider impact of

what has happened in the economy as well. In that
1period we have had 2 million more jobs and that is2Q195 Grant Shapps: Yes, I want to know which of

these leaflets warns scheme members that they need a factor as well that has to be taken into account. I
simply do not accept your fundamental argumentto be at the minimum funding requirement in order

to have the same protection. I do not see it clearly that it was either maladministrative or in any way
contributed to employers going insolvent which isstated in the information that went out.
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the root of the problem that we are discussing today, thought that was quite clearly demonstrated in the
earlier evidence. Then you decide to ignore thethat the Government made changes to dividend tax

credits in 1997 or whenever it was. findings. This is just simply kicking Parliament in
the face.
Mr Hutton:No, it is certainly not doing that. Let meQ201 Grant Shapps: Yes, but my question was how
just remind you what I said. I was quoting frommany people have been aVected by this?
Nicholas Ridley—I think it is probably the first timeMr Hutton: Are we talking about in the context of
I have ever done this in my life—“I want to make itthe Parliamentary Commissioner’s report or what?
clear that the Government do not accept the
Parliamentary Commissioner’s main findings norQ202 Grant Shapps: Yes in the context of exactly
are the Government legally liable.” That was in thewhat we are discussing.
context of the Barlow Clowes aVair. It is true, ofMr Hutton: I thought we had agreed figures. It was
course, that the Government went on to consider anabout 125,000 people. I thought there was no
ex gratia compensation payment without acceptingargument about that.
liability. What I am saying is very similar, we are not
able to accept the Parliamentary Commissioner’sQ203Grant Shapps: I am not sure that is the case but
main findings on this occasion, with regret andothers might want to return to it. It seems to me that
reluctance, butwe have gone on to look at howmuchwe have a circular situation here. What happened
further financial assistance we can provide forwas the Ombudsman reports saying that there is
people who are caught in this very, very diYcultmaladministration.We now know that ministers, we
situation.are not sure which but certainly the Chancellor of

the Exchequer, were involved in deciding whether
Q206 Grant Shapps: I would accept thatthere was maladministration. You did not like what
governments usually are not responsible for thingsthe Ombudsman said so eVectively you just
which happen in private marketplaces and the thingignored it.
which makes this diVerent is you have not justMr Hutton: I tried to set out very clearly at the
accepted the wide, broad parameters within whichbeginning of my remarks how we approached this
pensions now operate, you actually eVectivelyissue. We gave full and proper consideration to the
raided those pensions, reduced liquidity, created thereport. We looked at it very carefully in the run-up
problem and then walked away, even when theto publication.My oYcials spent a very great deal of
Ombudsman tells you it is maladministration, andtime looking at it and we always want to discharge
say “It is nothing to do with us”.our responsibilities in these matters with proper
Mr Hutton: No, I just do not accept that is true orrespect for the authority of the Parliamentary
accurate or a proper reflection of what has happenedCommissioner.
in these particular cases.

Q204 Grant Shapps: Yes, but you have not though.
Mr Hutton: In this case we were not able to accept Q207 Chairman: Just on this though, Grant does
her findings ofmaladministration. As I said, again in open up the question of the wider policy context in
the context of some previous examples, some which all this has to be seen, not the narrow
involving Conservative governments, some argument about maladministration but the wider
involving Labour governments, that has happened context. Leaving aside the dividend tax credit
in the past. Now we have done it with very great argument—and of course this history we are looking
regret and we have tried, notwithstanding the fact at spans two parties, two governments—the
that we have not accepted her principal findings to Ombudsman said to us when she gave evidence, “I
look at extending the financial assistance that is was not saying that the Government had sole
available for people who are caught up in this responsibility here but I cannot see how the
situation. Again, with great respect, Grant, I think Government could say it had no responsibility
that is the responsible course of action for here”. The reasons for that which she gives are
Government to take. We have not kicked this into central to the policy context behind which this issue
the long grass, that is completely inappropriate. sits. It was Government which established the legal

framework for regulating pension schemes. It
approved the level at which schemes were funded. ItQ205 Grant Shapps: Sorry to interrupt, John, you

are doing a great job of answering the question that decided that the MFR should provide only a 50%
chance of securing benefits if their scheme woundI have not asked you, now we are leading on to

something else. What I am trying to understand is up. It set the priority order for payments on wind-up
which removed the discretion from the trustees. Ithow it was that you ignored the Ombudsman.

Parliament sets up a system, that system is the prescribedwhat trustees had to tell members.We are
talking about massive Government intervention inOmbudsman. The Ombudsman decides there is

maladministration. That is the job of the the context around which this issue is discussed. The
idea that the Government has no responsibility inOmbudsman to decide upon it. I think the Chairman

pretty clearly established in the opening remarks the matter is just not sustainable is it?
Mr Hutton: I am not arguing that the Governmentthat you ignoring that maladministration was not

the same as has happened in other cases, and you has no responsibility. I am arguing that the
Government discharges its responsibilities properlywould like to refer back to this Government and

other governments taking decisions on it, and I and fully. We have got to see in the context of all of
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this—and this is why there is a substantial diVerence Q210 Mr Prentice: Okay. I do not want to use the
word maladministration, I want to use the wordhere between the Parliamentary Commissioner’s

report and what happened in the SERPS case—that negligent. I just wonder which of the actors were
negligent, if they were negligent? Were the trusteesthere were other people involved in this tragedy. We

have got to take a proper view and look at all of that negligent? Was the Institute of Actuaries negligent?
Was the Government even a teeny weenie bitas well.
negligent? Was anyone negligent?
Mr Hutton: I can only speak for Government, it is

Q208 Chairman:Why did the Government not say, not my job to attribute negligence, that is the
“Okay, we accept our share of responsibility and responsibility of the courts. I think that question will
therefore we accept our role in trying to clear it up”? have to be addressed by other people. The
Mr Hutton: We believe we have discharged our accusation has been made that the Government was
responsibilities properly and fairly and that is why, maladminstrative and we have been discussing the
I am afraid, again with regret, we were not able to detail of those accusations today and the findings of
accept the Parliamentary Commissioner’s findings the Parliamentary Commissioner’s report, and we
of maladministration. We have not just then left the strongly contest them. That is a matter of record
playing field and walked away, we have put in a very now and everyone in this Committee will be aware
significant amount of taxpayers’ money because that of that.
is the only source from which any sort of financial
assistance can come from, I think we need to be

Q211 Mr Prentice: People out there, peopleabsolutely clear about that. We have put a
watching television and listening to the radio, wouldsignificant amount of public money in to try and
find it simply astonishing, I suggest, that you areprovide financial support for those people who are
unable to say whether any of the people involved incaught up in these terrible situations. So I think,
this were negligent in any way.again, with great respect, Chairman, we have
Mr Hutton: But it is not my job so to do, is it? I amproperly discharged our responsibilities as a
not the final arbiter of professional behaviour, thatGovernment. You are right, the responsibilities span
is for others to decide.both Labour and Conservative governments here

and I suppose there will be some people observing
this from the outside whowill comment on the irony, Q212 Mr Prentice: Okay. You said that only theyes, of a Labour minister defending the actions of a taxpayer could foot the bill, I am interested in what
Conservative government. But I can say with truth other options you explored and why you have
and honesty, because that is my responsibility to the rejected them. You talked about ex gratia payments
House and this Committee, that I believe those and the Financial Assistance Scheme is essentially
responsibilities then were properly discharged by that but I just wondered if there were any other
Conservative ministers and I believe they continue options, whether you have got your best people, the
to be properly discharged by Labour ministers when brightest people in the Department to work on this,
there was a transfer of power in 1997. I also believe to go away, look at the options and come back with
very strongly—I do not want to repeat the solutions?
arguments again because I have done it several Mr Hutton:We did look at whether there were other
times—that it is a proper and utterly legitimate sources of funding. We could not find any other
response for us to look to try and prevent acute sources of funding.
hardship for those who have suVered loss. That, we
would argue, is a proper moral responsibility for
Government and we, very strongly I would argue, Q213 Mr Prentice: Just the taxpayer.
have done more than any previous government to Mr Hutton: Well, where else?
discharge those responsibilities. There was no
financial assistance scheme in 1997, and it has been

Q214 Mr Prentice: I am going to tell you. We hadput to me, “Well, we did not need one because
Ros Altmann before us last week. You read thepension schemes did not collapse”. Oh, yes, they did,
evidence, you have told us that, and she floated theand there was no support, none, available for
idea that perhaps some of the billions locked up inschememembers in those circumstances. I would say
the banks, the so-called orphan funds, could be used.we have discharged our responsibilities properly
Now was that an option you considered? Clearlyand fairly.
not.
Mr Hutton: It has been looked at by Government on

Q209 Mr Prentice: Is this just one of those things? previous occasions. My understanding is there
You know, like some days it rains, some days the sun might be several hundred millions, that is the
shines, the collapse of these occupational pension estimate that we have. I think the Chancellor has
schemes, are you telling us it is just one of those been discussing with the banks the extent to which
things? those unclaimed assets, those unrepatriated,

unclaimed, unknown assets, might be used toMr Hutton:Of course I am not saying that, and that
is why Parliament itself has spent a considerable support a range of community initiatives focused on

young people and so on. Those investments, if theyamount of time debating how we can strengthen the
safeguards and protections that exist in relation to are made, will be made by the banks, it is not public

money. We have no plans to expropriate it.scheme members.
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Q215 Mr Prentice: When you were looking at this, away you are from retirement age. As I said earlier,
these are all necessary and inescapable decisionsand the Chancellor said, “Well, there may be good

causes there. All this money locked up in the banks, given that there is going to be a limited amount of
it can be used for good causes”, did you not say, resource available to provide financial assistance. If
“Hang on a minute, there are a lot of people out you take the view that there should be unlimited
there who have just lost their pensions, this would be financial support available well then obviously you
a good way of using these orphan funds”? end up with a very diVerent scenario but we have
Mr Hutton: As I said there have been discussions decided that there is some help we should provide,
about what use could possibly be made of those there is a limit to the help that we think we can and
funds but we need to be absolutely clear, so there is these are the inevitable consequences of having a
no misunderstanding, there would not be anywhere scheme that is limited. The priority has got to be on
near enough tomeet the potential liabilities here that providing as much compensation as possible for
have been canvassed so I do not regard that as a those nearest the point of retirement because they
serious option, no. can do the least to adjust to the situation they find

themselves in. I think it is a question of equity and
fairness and that is why we have made the decisionsQ216 Mr Prentice: It is just a couple of hundred
that we have.million you say.

Mr Hutton: I do not have exact figures but I
understand it is several hundred million, it is

Q221 Mr Prentice: Yes. She told us that thecertainly not the billions that will be necessary here.
Government had invented this idea of core pension.
What do you mean by “core pension”?Q217 Mr Prentice: I wonder, Mr Evans, do you Mr Hutton: It is essentially the payment that will goknow what the figure is?
to the individual scheme member but it will notMr Evans: I have nothing to add to that. The
include things like indexation, it will not includeestimates are necessarily somewhat uncertain but
survivor and spouse benefits either.the best estimates we have are that it is in the order

of several hundred million.
Q222 Mr Prentice: No lump sums?

Q218 Mr Prentice: In other words it is not going to Mr Hutton:No, that is right, and it will only pay out
make a big dent in anything, is it, several hundred at 65 whereas maybe under the pension schemes
million. Goodness me, you are not going to finance themselves someone might be entitled to an earlier
many good causes if it is just a couple of hundred payment. It will be inflation proofed in the
million. intervening period.
Mr Hutton:Themoney is not public money. It is not
available for these purposes.

Q223 Mr Prentice: Yes.
Mr Hutton: We have never pretended that theQ219MrPrentice: I understand that. I am labouring
Financial Assistance Scheme is designed to providethe point here. A lot of people out there are crying
100% compensation, it never had that purpose.into their beer and tea because they have lost

everything. You have told us the only solution
comes from the taxpayer and I am just testing that, Q224 Mr Prentice:No. It kind of takes the shine oV

that is your position. it though when you remind us of all these
Mr Hutton:Yes. 40,000 people will get some form of qualifications. If someone expected a pension at 60
financial help and I think it is important we do not and their occupational pension scheme just
forget that. dissolved in front of their eyes they would have to

wait until they are 65 before they could get a very
Q220 Mr Prentice: Yes. The Financial Assistance limited pension through the FAS.
Scheme that we are just on to now, Ros Altmann— Mr Hutton: It is a limited scheme but I think it is a
and I quote her because she is an acknowledged very important safeguard and provides serious
expert in this area—told us that the Financial financial assistance for people who otherwise would
Assistance Scheme is really not everything it is get absolutely nothing whatsoever.
cracked up to be and that the Government has said
publicly that the Financial Assistance Scheme will

Q225Mr Prentice:You see I got the impression, andpay 80% of the expected pensions of those within
maybe other colleagues did as well, when you spokeseven years of scheme pension age. Then it goes on.
to the House on 16 March, a day after theShe says this is not correct. She tells us, and why
Ombudsman had published her report, you did notwould she invent this, that of the people who could
refer to net present value at all, you referred to thebe helped they could lose about half their expected
£15 billion cash and so did the Prime Minister, andpension because the Government did not take into
there were a lot of people saying “That is a lot ofaccount tax free lump sums and other things.
money”. Why did you not refer, when you wereMr Hutton: It is a limited scheme and I have tried to
making your statement on 16 March, to netmake it clear, andwe have never hidden the fact, that
present value?it is not designed to provide full compensation.
Mr Hutton: Because the Government does notThere is a cap up to £12,000, it is 80% of the core

pension and there is a taper depending on how far account for public spending in those terms.
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Q226 Mr Prentice: Okay. The same answer as you Mr Hutton: Not significantly.
Mr Evans: There may be changes under thegave earlier. Did you consult the Government

Actuary on this?When youwere pulling together the forthcoming review now with the advent of the
Pension Protection Fund for schemes newly startingGovernment’s response to theOmbudsman’s report,

did you say to the Government Actuary, “We have to wind-up where the wind-up is controlled by them.
One of the issues is that some of the data on the speedcosted this in cash terms at £15 billion, are you

satisfied as actuaries that we are doing the right thing of wind-up itself has been rather limited in the past.
It reverts to our previous conversation about data soand we are not inadvertently misleading people”?
it is diYcult to answer the question about whetherMr Hutton: I think the estimates were made by
there has or has not been a speeding up, there mayoYcials in the Department for Work and Pensions
have been some increases in the speed of wind-upand it was based on proper actuarial advice and
and we are aiming to make it faster still.anyone can check the figures and tell me whether

they think they are right or wrong.
Q232MrPrentice:TheChairmanwas talking earlier
about the policy context and he read out a list ofQ227 Mr Prentice: So it was not a big deal, the £15
things which the Government had done to shape thebillion, you did not have the kind of discussion
context in which people made their pensionaround the table in the oYce saying, “How are we
decisions. I just wonder if you have had a look at thisgoing to cost this?” It was just the oYcials in the
and you have thought to yourself in view of theDepartment giving you a bit of paper, “Mr Hutton,
collapse of these occupational pension schemes, ofit is £15 billion” and you said “Fair enough”. all these people out there who will be left with

Mr Hutton: They told me what the professional absolutely nothing, and some of them will be helped
advice of oYcials was and I accepted the in theway you have just described but there are other
professional advice of my oYcials, yes. people who will get nothing. What needs to be

changed in terms of pension policy?
Mr Hutton:The Pensions Act 2004 set out a series ofQ228 Mr Prentice:We also heard about how long it
changes that we would be making in this areatakes to wind-up some of these schemes. I think we
including the creation of the Pensions Protectionheard last week that the average timewas seven years
Fund Scheme for specific funding, the creation ofand, of course, as an average you could get schemes
new regulatory authority bodies as well. The Whitethat would take 10 years to wind-up or 12 years to
Paper that we have recently published set out awind-up. Ros Altmann reminded us that the
further set of work that the Department for WorkGovernment had commissioned a review by our
and Pensions would be initiating to make sure thatcolleague, Stephen Timms, on how we could
the overall regulatory framework was delivering theaccelerate the winding up process because it keeps
right outcomes for us. There has been a significantpeople just hanging there.What has happened to the
amount of work gone in over the last two or threeTimms Review?
years in theDepartment forWork and Pensions and,Mr Hutton: It is underway and will be completed in
in fact, more widely across Government to try andthe autumn.
make sure that the regulatory oversight
arrangements are eYcient and eVective.

Q229 Jenny Willott:When did it start?
Mr Hutton: I do not know exactly. I think some time Q233Mr Prentice:Let me give you one example and
earlier this year. you will tell me if the policy has changed or not.
Mr Evans: Yes. The current review of the speed of When schemes go belly up there is a priority order
wind-up began earlier this year. and the banks take precedence over scheme

members, the Government itself takes precedence
and people out there may think that is a bit unfair. IQ230 Jenny Willott: Was there not a previous one
just wonder if this priority order has been revisitedthat was started in 1999 that ironically seven years
and, if not, why not?later still has not found out how to speed up wind-
Mr Hutton: I do not think it has been revisited—ups that take on average seven years?
Mr Evans: No. This is the priority for debts onMr Evans: I think a number of changes were made insolvency.to the regulations following an earlier review and

one of the things that this review will do is to look at
Q234 Mr Prentice: Yes. Have I misunderstood it?how eVective those have been and also look at
Mr Evans: I am not aware that has been revisited.possible other measures which might be done
There is the separate priority order as to how assetspossibly through action by the Pensions Regulator.
are distributed between diVerent classes of schemeOne of the things we are doing is talking with the
member. One form of that was introduced in 1997Pensions Regulator about ways of encouraging
with extras and that has been changed in moretrustees to speed up wind-up.
recent years.Mr Hutton: It takes too long and we need to
Mr Hutton: Indexation.improve it.
Mr Evans: Yes. The balance between what
pensioners and non-pensioners get has changed but

Q231 Jenny Willott: Has there been any decrease in that is within the assets available to the scheme. I
think what you are referring to, if I am correct, is thethe length of time it takes to wind-up since then?
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amount of priority debt on the insolvent employer Mr Evans: It is certainly true that the rules until
recent tax changes aVected the possibility of being inand I am not aware that has been changed, at least

not to a significant degree, with regard to the more than one pension scheme.
pensions and the failed pension scheme getting
money from the insolvent employers, no. Q238 Mr Prentice: I do not know if it was Mr Parr

or Mr Duncan, but one or other of them made that
point, they were locked into it, and that is unfair, isQ235 Jenny Willott: Can I just clarify one point on
it not? One of you?that as well. That only applies presumably if a
Mr Hutton: I amnot sure I can advise theCommitteescheme winds up when it is under the MFR level?
about the fairness in that sense. Maybe this isActually if a scheme is at 100% or more of MFR
something we might need to write separately to thelevel, it does not count as a debtor at all, is that
Committee about. The Committee is asking forcorrect?
more technical detail or appraisal of the taxMr Evans: It depends on when the wind-up takes
treatments and fairness in this context, and I will beplace. If a wind-up were to occur now then the debt
very happy to do that.3would be to provide suYcient for full buy-out.

Q239 Chairman: Gordon was running through the
Q236 Jenny Willott: No, sorry, with the schemes limitations of the Financial Assistance Scheme, of
that are covered by the Ombudsman’s report, with course one of its limitations is that it does not apply
the wind-ups in that period, those covered by the to people with solvent employers, does it?
FAS technically, if the pension fund winds up at Mr Hutton: No, it does not.
100% or more of MFR then they do not count as a
debtor?

Q240 Chairman:Why is that?Mr Evans: I think that is correct.
Mr Hutton: Because we feel that employers who areMs Abraham: I am not going to pretend to be an
still solvent have ongoing responsibilities to theirexpert. My understanding of the point that is being
scheme members.made here, certainly in relation to the schemes which

are talked about in the report, is that there is a
priority order when companies become insolvent Q241 Chairman: I have constituents who have lost a
and their assets are distributed which starts with the vast chunk of their pension with a solvent employer,
Revenue and Customs, and other public bodies, they have got no chance of having this made up,
goes on to secured loans, unsecured loans, and the whatever you say about their employer, their
bottom of this pile is all of the creditors, of which the employer is struggling, near to collapse.
pension scheme is one. Is that the point? Mr Hutton: While they continue to be solvent we
Mr Prentice: Yes. think the principal responsibility continues to reside
Mr Evans: If I may, just to amplify my previous with the employer. A number of Members of the
reply, the arrangements whereby the employer is House have made representations to us about this
required to provide the money to allow for full buy- particular issue and I think James Purnell, the
out actually came into eVect from 2003 so you said Minister of State, is meeting a group of Members
it would cover the cases covered by this report and soon to discuss this particular issue and see if there
the answer is possibly some, but not all.2 is anything we can do to help in these cases. If there

is, Chairman, we will try and find a way to unblock
the diYculties here. They are quite diYcult to find a

Q237 Mr Prentice: It is probably obvious to way forward while the employers continue to be
everyone by now that I am not a pensions expert, I solvent.
am just struggling through this like a lay person, but
what concerns me is whether the regime was fair or

Q242 Chairman: You are not ruling out finding aunfair. When we had people before us last week we
way to help those people with solvent employers?were told that the employer couldmakemembership
Mr Hutton: I am not absolutely ruling it out but I amof the occupational scheme compulsory and that
also very conscious, particularly in the context ofonce they were in the scheme they were locked into
this inquiry and the background to it, not to raiseit, that the Inland Revenue prevented any other
any false expectations either. We are continuing topension once a personwas in the scheme. Even if you
have discussions with Members of this House whohad someone who really got genned up on all this
have brought this to our attention and I hope therepension information and decided he or she wanted
is a way forward on this. We do not rule it out butto diversify, the rules were such that they could not.
we have not currently been able to find a satisfactory
way of resolving this problem, and I am advised that2 There may have been some confusion here over whether the

discussion was about those schemes covered by FAS (i.e. it is going to be diYcult to find such a way.
insolvent employer wind ups) or those covered by the
Ombudsman’s report, which also would include solvent

Q243 Chairman: Might the same apply to the buyemployer wind ups. To clarify the matter, the position of
solvent and insolvent employer wind ups are diVerent. In the back issue, the guaranteed minimum pension issue
case of a solvent employer wind-up, regulations increased where people become worse oV in terms of losing
the debt on the employer in March 2002 and again, to full their SERPS benefits because of what happened?buy out, in June 2003. The employer debt in the case of an
insolvent employer wind-up was increased to full buy out
from February 2005. 3 Ev 74
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Mr Hutton: Deemed buy back is an attempt to try defeated. They would have had to reinvent a bigger
role for the state in the provision of pensions. Isand make sure people do not have that experience,
that fair?that it is possible to re-acquire what would otherwise
Mr Hutton: No, I do not think that is fair and I dohave been forgone rights in the additional pension or
not think that is accurate and I do not think that liesSERPS. If there is a collapse of an occupational DB
at the heart of the Ombudsman’s report itself. I doscheme it is designed to try and provide some
not think that features in her analysis of the problemrestorative justice for people in this situation. The
or the predicament that eventually we ended up in.National Insurance Contributions OYce has
With great respect, Kelvin, I think it is a highlyactually produced the advicematerial/leaflets on this
political analysis of the situation. I have no diYcultyand that has gone out. The truth is very few people
with you making it, I just fundamentally disagreehave applied and received deemed buy back. I think
with it. There was no benefit to Government in theit is as low as about 80 since it was introduced in
way that you have described from these reforms,1997. It is very complicated territory to explore and
quite the opposite, I think the whole point of thesepeople need to take proper professional advice
reforms was to try and provide a proper frameworkabout whether they should apply for deemed buy
for governance of occupational pension schemesback or not. Deemed buy back, Chairman, was an
and that is in the best interest of employees. Let usattempt to try and provide a further pillar in the
be absolutely clear about it, if we can find the propersupport mechanisms for people in this situation, it
governance arrangements here which immenselywas certainly not an attempt to undermine.
benefit employees, and I think the Government has
a legitimate interest to that extent in the

Q244 Chairman: No, I do not want to explore this development of the policy perspective, the policy
now because it is too late but we have been exploring perspective has been on how do we find the best way

to enhance people’s retirement incomes and thatthe diYculties with that too so I hope what you have
cannot be done exclusively through the publicsaid about solvent employers might extend to
sector, through state pensions. It is inconceivableconsideration about the diYculties in that area as
that any government of any political persuasionwell.
could provide a state pension so generous at theMr Hutton: We will look at any serious proposal
point of retirement that you would not notice thethat people have for trying to find a way to unblock
diVerence between what you were earning at thatthis problem.
point and what you got through the state pension.
That is simply an impossibility as a policy objective.

Q245 Kelvin Hopkins: I just want to turn very briefly There has to be a mix in pension policy between
to the core of that problem and that is really about encouraging saving and making sure it pays to save
maladministration and the Ombudsman’s report. It and a proper platform of a state pension that can
strikes me, and one has to look at the motives for operate, yes, in a more generous way, less means
this, that the advice given by Government at the tested, to provide that support for saving. That is

basically what we have come to put forward in thetime, which we are disagreeing about, seemed to be
White Paper. I know there is always a hunt for apursuing a policy objective rather than the real
conspiracy theory here, you are very good at it, butinterests of the people concerned. This is a motive,
I do not think, to be fair, that is the right analysis ofand you may disagree, but it seemed to me at the
what happened, the sequence of events and why ittime that the Government was desperate, as was the
happened; I think that is simply not true and notprevious government, to reduce the role of the state
accurate.in the provision of pensions. It wanted therefore to
Chairman: I am quite keen not to go further than weensure that whatever private bit of pension provision
need in general pensions policy.could be shored up was shored up. Yet at the same
Kelvin Hopkins: Just very briefly, the evidence oftime the storm clouds were gathering over
what I have suggested was the Government’s refusaloccupational pensions, and if they went down the
to re-link the basic state pension with earnings andGovernment would have a big job to pick up and
the vast amount of money given in subsidies to thedeal with people’s pensions for the future, going in
rich to carry on private saving. As for occupationalthe opposite direction to the ideologically driven
pension schemes, the Government could see thatviewwith which theGovernment came into oYce. In
these were a storm cloud on the horizon with whichthat sense the Government was putting out advice
they would have to deal. Clearly you saywhich was more in the style of an advertising
government policy was for the benefit of pensionexecutive in that the advice was for the benefit of the
fund members. It clearly was not to their benefit asGovernment and its political objectives, and not
the subsequent events have shown. That is where thenecessarily for the people who were members of
maladministration was and that is why I agree withfailing occupation schemes. It may be unfair but it
the Ombudsman.strikes me that this advice was much more about

pursuing the Government’s long-term policy
objectives than supporting the interests of the Q246 David Heyes: The Ombudsman has sat right
pension fund members themselves. Had they started through this evidence and she is an inscrutable
to withdraw in large numbers or had many chosen character and that is appropriate for the job she
not to join schemes at all, the Government’s long- carries out but I have spotted a flaw in her

inscrutability, which is her eyebrows.term privatising objectives would have been
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Mr Hutton:Yes, I have noticed they have been going my proper role, I have oversight clearly of the work
of the Department and, of course, it would be quiteup and down a lot.
wrong for me to pretend that somehow this was all
done by oYcials without me knowing it, absolutelyQ247 David Heyes: Yes, I want to come back to her
not. I looked very carefully at what oYcials werelater and ask her if she perhaps will share some of the
saying to me. I looked very carefully at the draftmatters with us that have caused her to raise her
report and it was the view of the Department by theeyebrows but I spotted a couple of them as we went
end of January that we could not accept her findingsalong. The first one, I need to test out the possible
on maladministration. I think there was a furtherinconsistency with the evidence you gave in answer
report sent to us and I thinkwe sent a very long letterto the Chairman’s questions very early on in this. I
to the Ombudsman again towards the end ofwrote your words down exactly, you were not
February, setting out again a further set of reasonsdisputing her findings of maladministration. Now
and articulating more fully the argument in the firstthat was either a slip of the tongue—
letter. Again, I think all of that is fully set out in theMr Hutton: I am pretty sure, David, I did not say
report, so when people say to us, “You rushed tothat.
judgment”, we did not. We took a very long and
careful look at what the Ombudsman wasminded toQ248 David Heyes: The record will show that you
say in her report and took a view within thedid but it was a mistake.
Department about how we would react to it. WeMr Hutton: We very strongly contest the
never sought to hide that. It is not hidden in theParliamentary Commissioner’s findings of
Commissioner’s report either.maladministration. I do not dispute the fact that she

made any finding of maladministration, how could I
dispute that? Q252 David Heyes: The Ombudsman will no doubt

give us her view on the quality of that dialogue and
Q249 David Heyes: Let me pursue that point a little interchange. It seems to me from the information we
further. You also said that an allegation had been have got before us that a lot of energy on the part of
made that the Government has been the DWP went into rebuttal and finding ways of
maladministrative and I think we need to set the rejecting the Ombudsman’s recommendations. To
record straight on that. It is not an allegation, it is a what extent was there an attempt to find a way
finding, is it not? The Ombudsman says it is through this, to find some common ground, to find
maladministration, it is maladministration. a solution to deal with the issue? Basically, what the
Mr Hutton: There was an allegation of Ombudsmanwas saying was that the finding was the
maladministration and then there was a finding of Government was partially responsible and there
maladministration, yes, of course. may be a partial solution in the Government’s

hands. Was that ground explored at all?
Q250 David Heyes:You also said, and this is the last Mr Hutton: We did look at all of this, of course. If
time I am going to quote you back to yourself, that we could have found a sensible way forward, we
your job was to look seriously at the certainly would have reached for it. I think it does
recommendations the Ombudsman made. I would come back very fundamentally to the principal
like to know a little more about how you went about findings that the Parliamentary Commissioner made
that, the extent to which the DWP maybe sought to about maladministration. We looked very carefully
engage in a dialogue. at that and again at the material, the leaflets, we
Mr Hutton: A dialogue with me? looked at everything. For the reasons that I think

have been well publicised, we set out in the letters
from the Permanent Secretary, in our report to theQ251 David Heyes: Between your Department and
House and in the statements that I made on 16the Ombudsman.
March and so on, that we were not able to accept theMr Hutton:Yes, there was a very extensive dialogue
findings of maladministration. I think consequencesand most of the correspondence is replicated in the
flew from that and developed from that, quite clearlyParliamentary Commissioner’s report herself where
they did. As I said earlier, David, we made thatshe does record verbatim the principal objections the
decision with extreme reluctance and I think thepermanent secretary made to her report. I think it is
record of the Department for Work and Pensions,all in the report. Again, if my recollection is correct,
which I referred to earlier, is one against which I dowe received—I am sure the Commissioner will
not think the accusation can bemade, that we just sitcorrect me if I am wrong—her first draft report
there waiting for the Ombudsman’s report to comebefore Christmas, I think on 21 December, and
in and just reject them, we do not. This is the onlyoYcials and myself looked at that over a period of
time it has ever happened. We have acceptedweeks before the Permanent Secretary responded at
findings from the Ombudsman before which havethe end of January setting out our view of her
come with a significantly bigger price tag than thefindings. I think the Parliamentary Commissioner is
one attached here, so that was not the issue. I wantcertainly very well aware then of the view of oYcials
to be absolutely clear about that. This was a findingin the Department and there was extensive and very
that we could not support because of our own viewfull correspondence between her and Leigh Lewis,
of the events and looking back at how we hadthe Permanent Secretary in the DWP, which of
behaved and how we had tried to discharge ourcourse I saw and was content with before that

correspondence went to the Ombudsman. That is responsibilities. That has put us into a very diYcult
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position. Believe me, it is not a position I would have the others, and when I say “the others” I mean
preferred to have been in. I do not feel I can departments and other parts of government. It does
discharge my responsibilities either, David, to the go to the heart of public and parliamentary
House, as a Secretary of State, and as I made my confidence in the oYce and that, it seems to me, is
view clear about these matters as well and I have very serious. The urgent issue that I think is before
done that, theGovernment has done that. But again, us is about what can be done to get these people’s
without running the risk of rehearsing all of the pensions back. The central recommendation of my
material we have gone through today, we have tried report was that because the Government was not a
very hard through the very significant additional bystander here, that it had some responsibility—not
investment that has gone into the Financial all the responsibility, some responsibility—to
Assistance Scheme to find a way of making sure that organise a remedy, and I have been heartened in
those who have suVered the most receive a measure many ways by what I have heard this afternoon
of financial assistance. about the acceptance of the Government having
David Heyes: I have a couple more questions that I some responsibility and recognising the hardship for
would like to put, Chairman, but it seems to me this these people. All I want to say is it is
is an appropriate point to ask the Commissioner if maladministration, get over it and let us get on to
she wants to take up the opportunity to comment on engagement with the real issues here. I have talked
what has just been said. to the Committee about a pattern of behaviour and

I have seen it in other cases and we have seen it with
the MoD and Debt of Honour. We hadQ253 Chairman: I was going to do that. I was going
correspondence with DWP, we did not haveto ask in particular about the suggestion that the
dialogue. All of those letters that I wrote said, “If itGovernment seems to have made that she has
would be helpful to meet to discuss this, I would besuggested that somehow the Government took the
happy to do so”, but I did not get anything otherentire responsibility for what happened and,
than letters back. I will just read a bit about what Itherefore, it should pick up the entire bill frompublic
said in the report about maladministration: “Thefunds. I think the Ombudsman believes quite
maladministration I have identified was a significantstrongly that is a misrepresentation of what she has
and contributory factor in the creation of financialsaid. I think you may like to say something on
losses suVered by individuals along with otherthat, Ann?
systemic issues”. Somehow to suggest that I said itMs Abraham: Indeed. Could I make some general
was the sole responsibility of Government or thatcomments and I will certainly deal with that. I would
the taxpayer should pick up the tab was not what Ijust like to say a couple of things about precedent
said.What I was trying to ask the Government to doand respect, if I may. It has been suggested that
was consider what it could do to help these peoplesomehow the Barlow Clowes case is a precedent
who had lost their pensions. I did not say, “Write ahere. I really find it very diYcult to understand how
blank cheque”, but to organise a remedy. This is athat could be the case because although in the
general point, and I think it goes to the heart reallyBarlow Clowes case it is true that the Government
of the relationship between my oYce anddid not accept the Ombudsman’s findings, they did
Government, and certainly what I have seen inremedy the injustice to the Barlow Clowes investors.
recent months, the response is defensive, legalisticTherefore, the entire population of those
and it uses words like “liability”. I do not use wordscomplainants in that case were included in the
like “liability”. I do not talk about “causal links”. Itremedy and to suggest somehow that the Financial
is unimaginative and does nothing to help theseAssistance Scheme is the remedy, for me creates a
people. I suppose, as has been said, I was looking,real diYculty in saying somehow that is a precedent.
maybe naı̈vely, for Government to put its brightestIf there are 40,000 people who get some help, there
and best people on to thinking about how can weare 85,000 people who do not get some help, and,
organise a remedy that will do whatevertherefore, I find that diYcult to see how that makes
Government and Parliament thinks is appropriatea precedent. I have reflected on whether I should say
to provide redress for the people who suVered thesethis, but I think I should. It is about this phrase
injustices. I said they should do that by whichever“respect for the oYce” and, of course, I take at face
means is most appropriate including, if necessary,value what is said about respect for the oYce, but it
payment from public funds. I suppose I had in mindis very hard to feel there is respect for the oYce when
there that these schemes have got their own assets,the Government’s report says that the report says
they are not devoid of funds, so there is money there.things it does not say and that is repeated and has
I had in mind thinking about changing the law onbeen repeated in the House yesterday and today.
purchasing annuities, which is possibly not the bestWhen the Government talked in response to my
use of those funds. I did wonder whether thereport on the day and subsequently again yesterday
financial services industry might be prepared toabout “leaps of logic”, which seem to me not be the
come in and at least think about the rescue packagelanguage of respect, I think that gets in the way of
andmaking a contribution. I thought theremight bedialogue, so I will say that and put that to one side.
unclaimed assets and I thought about the role thatI hope the Committee will come back to the
might be played in enforcement action on wind-upconstitutional issues which have been discussed
and I thought about taxpayers’ money, but I did nottoday because I do think they are important. I do
say, “Write a blank cheque”. I did not expect thethink they are important because although this may

be a one-oV, as has been described, it does encourage Government to get out its chequebook, but I also did
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not expect the Government to refuse to even think opinion about whether annuities are good value and
about what could be done. I did not expect it to put represent a sensible policy. I think they do. It not just
all its energy into defending its position. I suppose, my view, it is the view of independent professionals
fundamentally, what I am looking for in this report, as well. There is always going to be a diVerence of
and in everything I do, is a response which is not view about annuities and I know some of you say
about defensiveness and denial, it is about one way of distributing the scheme assets would be
constructive engagement and putting things right to to drop the policy in these cases of compulsory
whatever extent Parliament thinks is appropriate, annuitisation. I think there is a real danger with that,
not into defending what has gone wrong. the assets will run out and then liabilities will come
Mr Hutton: Would you like me to respond? back to the taxpayer in those cases because there will
Chairman: I was going to say on the basis of that, not be enough, clearly, by definition to keep
how about a new start? How about constructive payment indefinitely. That is obvious, otherwise we
engagement from here on in? Before you reply, would not be here at all discussing these problems. It
Gordon has another suggestion to add. is inevitable in our view, and we looked very

carefully at this, that if we wanted to fully
compensate, and the Commissioner asked us toQ254 Mr Prentice: This may help. My suggestion
consider whether we can do that, there was only onemay help. You have told us you reject
source of resource and that was taxpayers’ money.maladministration and it is not about aVordability.
We have decided, again without rehearsing all theWhat did you say, £2.3 billion at net present value.
arguments, to take into account her report in theWe know that every year the Government spends
extension of the remedy that is available in these£20,000 million, that is £20 billion, on tax relief for
cases, the Financial Assistance Scheme. It is notpensions and over half of that, over £10 billion, goes
what she asked us to produce, I understand that, sheto top-rate taxpayers. Is there not a way, on the back
wantedwhat she has just described as a fuller remedyof what the Ombudsman has just said, to go away

and have another think about what the Government for people who suVered loss. We think that we have
might be able to do to help those people who have gone as far as we can in the circumstances, given that
lost everything because the money is there and it just we are, I am afraid, in the position where we neither
needs to be divvied up diVerently? accept the finding of maladministration or the
Mr Hutton: I do not determine the taxation policy in causality between such an event, if it happened, and
relation to pensions, that is a matter for the the loss that people sustained. I do not believe,
Chancellor of the Exchequer. I know he looks very Chairman, that those are legalistic arguments. I
carefully at all these issues on a regular basis, think they are fundamental arguments and it is with
Budgets and Budget times. It is for him to make any very great regret that I deploy them today. Let us
announcement he might want to make. I am make this absolutely clear, this is not anything like
certainly not in a position today to express a view the beginning of a new trend or a new constitutional
about taxation policy in that regard. Those are doctrine that I think I have suddenly inadvertently
judgments for Gordon to make. We have always stumbled upon, no. I do believe there is precedent
had, I think, a good, positive relationship with the before when ministers have not accepted findings of
Parliamentary Commissioner. That is borne out by maladministration. They have gone on to look at
the engagement we have had in the past and our remedies, I accept that, but I do very strongly argue
willingness to accept the reports of the that in this case we have tried to do the same.
Parliamentary Commissioner. This is a unique event
and I think it would be quite wrong to assume this is
part of a series or train or, in any sense, a harbinger Q255 Chairman: Christine Farnish, the Chieffor the future, it is not. I tried to set out as fairly and Executive of the National Association of Pensionas fully as I could, Chairman, the reasons why we

Funds was here last week, and she said that of coursewere not able to accept her findings, but in relation
what had happened was monstrous, but it was onlyto this issue of compensation, we are not trying to be
the Government that could organise any sort oflegalistic in that sense at all. I think it is important—
rescue package for these people. Informed people inthe Parliamentary Commissioner has said she does
the industry think that a rescue package is availablenot talk about causal links—there has got to be a
and that only the Government can do itcausal link, there has got to be some connection
Mr Hutton: There is only one source ofbetween the maladministration and the loss. That is
compensation here, that is public money. I do notabsolutely essential and it is widely on the record
believe there is any realistic prospect of some otherthat we have a disagreement, sadly, with her about
pot of money being found that will relieve financialthat issue. In relation to compensation, of course we
obligation on the Government. The question is tohave looked at the opportunity, we have gone over
what extent the Government should and must act tothis a little bit this afternoon, about whether there
relieve financial hardship. We have made ourcould be alternative funds. The Parliamentary
decision, we have extended the Financial AssistanceCommissioner referred to the existing scheme assets;
Scheme and tried to extend it in that way. Forthey are heavily deployed in meeting the liabilities
example, when Andrew Smith announced, I think itthat those schemes have to their existing members.
is worth remembering this, the Financial AssistanceMany of them would have been used to purchase
Scheme back in May 2004, he invited contributionsannuities, we cannot un-purchase the annuities. The

Parliamentary Commissioner has expressed an from industry. None was forthcoming.
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Q256 Chairman:We have to end, but let me ask you occupational pensions. We should not lose sight of
that fact. This is a very small minority but anthis as we do end. You have said yourself this is a

terrible calamity. It has been catastrophic for tens of important minority who have lost out very
significantly in some cases. I think overall the rightthousands of people who have paid in loyally to their

occupational pension schemes thinking this is the thing to do was to invest in occupational pension
schemes, I think that is clear. Is this the end of thesafest form of pension saving. Everything that they

saw and heard gave them to believe that post- road in terms of assistance and financial support? I
think I have to be very clear to the Committee today,Maxwell things had been sorted out and now they

have lost the great chunk of what they thought they I am not coming here holding up a prospect of a
further extension of the Financial Assistancewere going to have. What I want to know just at the

end is, from your point of view, is this the end of the Scheme. That is not on oVer today. Of course it is
open for future governments and other ministers atstory because all those people are hoping that this is

not the end of the story, they hope that something any time to review those decisions, butwe havemade
a decision on how much further we think we can gostill can be done? In some of the other instances

where the Government has diVered from the in providing more financial assistance and we do not
believe we can go any further.Ombudsman, eventually something has been done

and what I really want to know is from your point of
view have you put a line under it or are we still in Q257 Chairman: Thank you for that. We shall

obviously in turn make a report to the House onsome kind of constructive engagement on this issue?
Mr Hutton: Chairman, it has been a calamity for what has happened and it will be for the House to

decide whether it would like to exert some pressurethose people involved. I am not trying to pretend
otherwise, it would be stupid for me to do so. I also on you. We have had a long session this afternoon,

but I think justified by the events that we are talkingbelieve that we have, again, tried to respond to the
problems that those in the most acute need have about and we are grateful to you for coming along

and for your time.experienced and faced. For the vast majority of
people it was the right decision to invest in Mr Hutton: Thank you.
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Memorandum by the Parliamentary and Health Service Ombudsman

Introduction

1. I welcome the opportunity to give evidence before the Public Administration Select Committee.

2. I am particularly grateful for the Committee’s continued interest in the work of my OYce and for its
support during what has been at times a challenging year.

Performance During 2005–06

3. When I gave evidence before the Committee on 20 October 2005, I explained that there had been a
substantial increase in the number of new cases we had received in the preceding business year (2004–05),
and that had resulted in some delays in allocating cases for investigation. I explained what we were doing
to improve on that position.

4. Although we have not made as much progress as I had hoped, the end of year picture is a much better
one than when I appeared before the Committee in October. In summary, whilst we accepted over 3,000
new cases for investigation during 2005–06, we completed over 3,600 investigations. We therefore managed
to reduce our overall caseload by 20% in the course of the year, thus reducing waiting times. We aim to
continue that progress in the year ahead.

5. MyAnnualReport, whichwill set out in detail our casework performance in 2005–06, will be published
on 13 July 2006. I will be happy to give further evidence to the Committee on my Annual Report and on
our overall performance in due course.

Debt of Honour

6. The Committee is aware that there have been some significant developments since I gave evidence on
1 December 2005 on the report of my investigation into complaints about the ex gratia scheme for British
groups interned by the Japanese during the Second World War (A Debt of Honour, HC 324). At that
session, the Minister for Veterans AVairs announced that the Ministry of Defence would conduct a review
of the scheme.

7. On 12 December 2005, the Minister announced the interim findings of that review, which he said
indicated that claims decided before the introduction of the bloodlink criterion had not been decided on the
basis of that criterion or on eligibility rules that were consistent with it. He said that the early payments had
instead been made using the criteria of the 1951 scheme for Far East Prisoners of War, which had utilised
liquidated Japanese assets.

8. On 19 January 2006, the Committee published a report on the scheme, on my report, and on the
Ministry of Defence’s response to it. Among other matters, the Committee noted that the Ministry of
Defence had now complied with one of the two recommendations that I had made but which it had rejected
when my report was published—the need to review the administration of the scheme. The Committee also
urged theMinistry of Defence to comply with my other recommendation that had been similarly rejected—
the need to fully reconsider the position of those individuals disadvantaged by the introduction of the
bloodlink criterion should it be found that inconsistent criteria had been used prior to and after that
introduction.

9. On 30 January 2006, the Minister announced that David Watkins, a retired senior civil servant
formerly in the Northern Ireland OYce, would conduct an investigation into how the use of inconsistent
criteria had arisen and why it had not been exposed earlier. This, he said, would focus on:

(i) “how the original inconsistencies arose, identifying any specific shortcomings in the development
and implementation of policy”;

(ii) “how, subsequently, the departments involved failed to identify that there had been
inconsistencies, despite the need to explain theGovernment’s position in Parliament, in the courts,
and to the Parliamentary Ombudsman”; and

(iii) “whether there are any lessons to be learnt for the future from such shortcomings as are identified
in the development of the scheme and in its administration”.

I met MrWatkins when he commenced his investigation. I understand that his report is expected in June
or July.
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10. On 28 March 2006, the Minister made a further statement to the House. He said that the review had
confirmed that rules based on the 1951 Japanese asset scheme had been the basis for making payments
between the introduction of the scheme in November 2000 and the introduction of the bloodlink criterion
in March 2001. The rules used after the introduction of that criterion were not consistent with those
earlier rules.

11. TheMinister announced that, in consequence, he had agreed tomake changes to the eligibility criteria
for the scheme—to, first, include those applicants who had been rejected under the birth-link criterion but
who would have met the Japanese asset scheme criteria, whether or not they had a Japanese asset scheme
record. Secondly, a new provision would be introduced to include those who, by the time that the scheme
had been introduced, had resided in the United Kingdom for at least 20 years since the war.

12. TheMinister also announced that he had established aworking group, whosemembers would include
representatives both of the all-party group onFar Eastern Prisoners ofWar and of theAssociation of British
Civilian Internees (Far Eastern Region). That working group would work with the Ministry of Defence to
ensure that the new scheme eligibility criteria were introduced properly and operated eVectively. I
understand that that work continues.

13. I welcome these developments. I particularly welcome the positive approach that the Minister has
adopted since his appearance before the Committee on 1December 2005—and I am grateful for his courtesy
in keepingme informed as to progress on the reviews his department has been conducting. I have also oVered
my assistance to those conducting both internal reviews.

14. Nonetheless, it remains a matter of concern to me that any of this should have been necessary. It is
also of regret to me that the protracted delays in resolving the questions identified in my report, which was
first sent in draft to theMinistry of Defence in January 2005, may have exacerbated the distress and outrage
felt by those civilian internees denied recognition through the scheme.

15. For example, my report had identified, in paragraph 166, that early payments “were based to a
significant extent on evidence of payment of compensation under the 1951 scheme” and were thus made on
a basis that was inconsistent with the eligibility criteria operated after the introduction of the bloodlink
criterion. It is no surprise to me, therefore, that this has now been confirmed by the departmental review.

16. It is unclear to me why, at the time my report was published, there was not a suYcient basis for the
Ministry of Defence to have taken the action that it latterly agreed to take.

17. As for the other of my recommendations that the Ministry of Defence rejected when my report was
published, it is too early to say whether the revised eligibility criteria that theMinister has proposed will lead
to the full reconsideration of the position of those denied a payment under the scheme that I have
recommended.

18. Once theworking group established by theMinister has completed its work, this will be clearer. Initial
indications are, however, that the new criteria will resolve the outstanding issues.

19. I am grateful to members of the Committee for the support that it provided—through contributions
in the House and through its report.

Trusting in the pensions promise

20. On 15 March 2006, I published the report of my investigation into complaints about the role of
government bodies in the security of final salary occupational pension schemes (Trusting in the pensions
promise, HC 984).

21. As the Committee knows, my investigation concerned complaints that government bodies hadmisled
pension scheme members and trustees as to the degree of security that the statutory framework, established
by government, provided for their pensions, that changes had been made to that framework by the
Department forWork and Pensions without proper consideration of the eVects of those changes or the need
to warn scheme members as to the risks, and that unreasonable delays had been caused in the winding-up
of certain schemes by maladministration on the part of the National Insurance Contributions OYce.

22. I found that:

— the oYcial information provided by government bodies in the period from January 1996 toMarch
2004 had been incomplete, inaccurate, unclear and inconsistent to the extent that this constituted
maladministration;

— that the response by the Department for Work and Pensions to the actuarial profession’s
recommendation in May 2000 that disclosure should be made to pension scheme members of the
risks of wind up—in the light of the fact that scheme members and member-nominated trustees
did not know the risks to their accrued pension rights—constituted maladministration;

— that the decision made in March 2002 by the Department for Work and Pensions to approve a
change to the statutory minimum funding requirement for pension schemes was taken with
maladministration; and
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— that, while it was a matter of considerable concern that it routinely takes many years to wind up
final salary schemes, there was no evidence that maladministration by the National Insurance
Contributions OYce had caused those delays, rather that they were a natural consequence of the
design of the system for winding up such schemes.

23. I found that maladministration had caused injustice to individuals in the forms of a sense of outrage,
lost opportunities to make informed choices, and distress, anxiety and uncertainty.

24. I also found that maladministration was a significant contributory factor in the creation of the
financial losses suVered by individuals, along with other systemic factors.

25. A further consequence of maladministration was financial injustice—the distortion of the reality
facing scheme members so that they were wholly unaware that their pension rights were dependent on the
ongoing security of their employer and therefore took no action to prevent financial loss.

26. This being so, and while recognising that maladministration was not the only contributory factor to
the cause of financial loss, I recommended that:

— the Government should consider whether it should make arrangements for the full restoration of
the core pension and non-core benefits lost by scheme members—by whichever means was most
appropriate, including if necessary by payment from public funds;

— the Government should consider whether it should provide for the payment of consolatory
payments to schememembers as a tangible recognition of the outrage, distress, inconvenience and
uncertainty that they had endured;

— the Government should consider whether it should apologise to scheme trustees for the distress
that they had suVered due to maladministration;

— the Government should consider whether those who had lost a significant proportion of their
expected pensions—but whose scheme began wind-up between 1 April 2004 and 31 March 2005,
after oYcial information became broadly accurate—should be treated in the samemanner as those
whose scheme began wind-up earlier; and

— the Government should conduct a review—with the pensions industry and other key
stakeholders—to establish what could be done to improve the time taken to wind up final salary
schemes.

27. I recognised that the subject matter of my report was complex and covered evidence related to many
years, that factors other than maladministration were also relevant to the financial losses suVered by
complainants, and that what I had recommended was significant in terms of public policy and possible
expenditure commitments. I therefore oVered the Department for Work and Pensions a two-month period
following publication of my report in which to reflect on what I had found and was recommending—and
in which to consider its response to my report.

28. As the Committee knows, the Department for Work and Pensions rejected this oVer. Its response to
my report—which was to reject my findings and all of my recommendations other than the one in which I
suggested a review of scheme wind-up—can be found in chapter 7 of—and annex D to—my report. This
response was confirmed by a written statement to the House and in a press notice on the day that my report
was published.

29. It will not surprise the Committee that I am disappointed by the terms of the Department for Work
and Pensions’ response to my report and at the way in which it was provided. I am also concerned about
the apparent implications of that response.

The terms of the Department’s response

30. The Minister for Pensions Reform told the House on 15 March 2006 that the Department for Work
and Pensions did not accept my findings as it did not believe that my report “makes a sustainable case that
maladministration occurred or that . . . losses were the responsibility of Government”.

31. The press statement released at the same time quoted the Minister as saying “for the report to assert
that the taxpayer should make good all such losses—however they arose—is a huge and unsustainable leap
of logic” and reiterated that “the Government also disagreed that maladministration had occurred”.

32. I am concerned that the reasons given by the Department for Work and Pensions for rejecting my
findings did not address the basis on which I came to them—and that, instead, the Department for Work
and Pensions has made assertions about my report that any reader of it would not recognise.

33. My report does not say that leaflets issued by government bodies claimed to oVer comprehensive
financial advice, or that occupational pensions were in eVect guaranteed by the taxpayer, or that, in relation
to the 2002 decision to weaken the Minimum Funding Requirement, a decision to act on the best advice
available constituted maladministration. These assertions are completely without foundation. Nor is it true
to say that I have asked the taxpayer to foot a bill for approximately £15 billion as redress.
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34. My report makes clear that I found a range of oYcial leaflets, documents, ministerial statements and
other information produced by government bodies to constitute maladministration as their content did not
meet the standards that the Department for Work and Pensions set for its own publications. I also found
that the information fell so far short of what was appropriate in this context that it did not accord with
principles of good administration.

35. I also found that the Department for Work and Pensions took an inconsistent approach to whether
to accept professional advice, an approach that there was insuYcient evidence in oYcial files to explain
and justify.

36. Nothing in the Department forWork and Pensions’ responses to the report to date has dealt with the
factual inaccuracies and significant omissions in oYcial information from January 1996 to March 2004.

37. Nor has the Department for Work and Pensions in its responses explained why it acted on two
recommendations to relieve the burdens on employers, which reduced the protection to scheme members,
but it did nothing when it received advice from the same source on two other occasions that action should
be taken to improve protection for scheme members, with the resulting increase in the burden placed on
employers.

38. My recommendations were oVered in full recognition that, while maladministration had played a
significant role and that other actions of government bodies had also contributed to the situation, there were
other factors that had also played a role.

39. I reported that it was my view that Government was best placed to co-ordinate a solution to the very
real injustice suVered by many pension scheme members, not least because of the restrictions that the
statutory framework place on developing creative solutions to remedying pension shortfalls.

40. The Department for Work and Pensions’ response to my report has failed to address any of these
issues.

The manner of the Department’s response

41. In addition to my disappointment at the substance of the Department for Work and Pensions’
response to my report, I am also surprised at the way in which their response has been provided.

42. On the day on which my report was published, I received a letter from the Permanent Secretary of
the Department for Work and Pensions, who informed me that that letter constituted the “final response”
to my report.

43. This was that the Department “rejects the findings of maladministration in your report and the
proposals contained in the first four recommendations” for the reasons set out in chapter 7 of my report.

44. However, I have seen inHansard that theDepartment forWork and Pensions now intends to produce
a further “final” response to my report in what a Minister has said will be “the next few weeks”.

45. In response to my enquiries about this further response, I am told that the Department forWork and
Pensions has undertaken to provide Parliament with a full response to the report including details of their
costings as to redress. I have also been told that it is planned that the Department will provide me with an
embargoed copy of the response prior to publication. I understand that the further “final” response from
Department is unlikely to be published prior to my appearance before the Committee.

46. That a full and proper response to my report, including an assessment of what full redress might cost
and analysis of a range of ways of raising those costs, would take some time is not a surprise tome—and I do
not criticise the Department forWork and Pensions for taking approximately two months to complete this.

47. However, it is a matter of regret that this was not recognised by the Department for Work and
Pensions when my report was published and when I oVered them such a period in which to reflect on my
report—and that, instead, it gave an immediate response, making claims that cannot be sustained as to what
I had found and recommended and what that might cost.

The implications of the Department’s response

48. As I could not be satisfied, in the light of the Department for Work and Pensions’ response to my
report provided prior to publication, that the injustice that I had identified was a consequence of
maladministration would be remedied, I laid my report before Parliament under section 10(3) of the
Parliamentary Commissioner Act 1967.

49. As the Committee noted in a statement released on 15March 2006, this was the second time in a year
that I had used my powers to report to Parliament that an injustice would not be remedied that had been
suVered by individuals in consequence of maladministration—and that this is a matter of deep concern.

50. This is clearly an unsatisfactory situation, which raises questions about the commitment of
government bodies to the system of independent scrutiny of the administrative actions of public bodies.
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51. This is exacerbated by what I see as a further example of a worrying trend—that the Department for
Work and Pensions, the body whose actions were under investigation, considers that it is appropriate for it
to decide whether to accept the findings of the Ombudsman, which Parliament has decided should on its
behalf investigate and adjudge the administrative actions of government bodies.

52. It is one thing for the Department for Work and Pensions or another government body to reject
recommendations that I may make, after proper consideration of the public interest, of other calls on the
public purse, and any other relevant matters. That is a decision that it is entitled to take, was one envisaged
by Parliament when it decided that I would not have powers to make binding recommendations, and would
be one for which the relevant Department would have to account to Parliament.

53. However, it is entirely inappropriate, within a system of scrutiny of the way in which public bodies
deal with citizens, for those whose actions are subject to such scrutiny to seek to over-ride the judgment of
the independent arbiter established by Parliament to act on its behalf—and for the Department for Work
and Pensions’ response to be merely to say that it does not accept that judgment.

54. This goes to the heart of the Ombudsman system—and of parliamentary scrutiny of the executive—
and is a matter on which the Committee may wish to reflect. I will be happy to assist the Committee in
considering this and associated matters.

Other Matters

Tax credits

55. As the Committee will be aware, fromApril 2006 I adopted a new approach to the way that my OYce
handles complaints relating to tax credits. Due to the unprecedented number of such complaints received
by my OYce over the last two years there have been significant delays in those cases being resolved, many
of which could and should have been resolved as part of the Revenue’s own complaints procedures. Having
monitored the situation closely, I am confident that the Tax Credit OYce is now in a better position to
respond promptly and appropriately to the complaints made about the service they provide. From 1 April
2006 I will investigate only those complaints that have either exhausted theRevenue’s complaints procedure,
cases which raise new issues we feel need exploring, or cases where there are other issues that would make
a referral to the Tax Credit OYce and/or the Adjudicator’s OYce inappropriate. All other cases will be
referred back to those OYces to be investigated and resolved.

56. I have obtained assurances from the Tax Credit OYce and the Adjudicator’s OYce that all
appropriate measures will be taken to handle these cases promptly and eVectively, and I shall of course
monitor the situation closely. I consider that this new approachwill help to restore the natural order between
the Tax Credit OYce, the Adjudicator and my OYce and, in so doing, result in a better service to
complainants. Notwithstanding the above, I will continue to monitor the progress made by the Revenue
since the publication of my special report in June 2005, in order to assess whether a further special report
is required. In that respect, I have arranged a meeting with the Deputy Chairman of HM Revenue and
Customs later this month to review the progress that has been made.

26 April 2006

Further memorandum by the Parliamentary and Health Service Ombudsman

TRUSTING IN THE PENSIONS PROMISE:
GOVERNMENT BODIES AND THE SECURITY OF

FINAL SALARY OCCUPATIONAL PENSIONS (HC 984: 14 March 2006)

Introduction

1. The purpose of this Memorandum is to assist the Committee in its inquiry in relation to the
Government’s response to the above report.

2. The Memorandum is in three parts:

(i) This main section sets out my concerns about the wider implications of the Government’s response
tomy report: first in relation to the constitutional position of the Ombudsman’s oYce, and the role
that Parliament has determined the Ombudsman should play in investigating complaints about
the administrative actions of public bodies; and secondly in relation to what citizens can
reasonably expect of oYcial information.

(ii) Annex A sets out my detailed observations on the Government’s response to my report which was
published on 6 June 2006. In summary my observations are that the Government’s response:

— fails to address the basis on which I found that maladministration had occurred;

— makes selective use of the comprehensive and detailed evidence set out in my report;

— provides an unbalanced view of the role of Government in the system of final salary
occupational pension provision; and
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— misrepresents what my report says about the causes of financial loss.

(iii) Annex B provides information about cases in the past which have been the subject of a section
10(3) report; and about cases which, although not laid before Parliament under section 10(3),
raised similar issues. In some cases Government initially rejected findings but remedied the
injustice; in others it accepted findings but did not, at first, provide an appropriate remedy.

However, in no case did Government both reject findings of maladministration and refuse to consider
righting the injustice that had been sustained in consequence of thatmaladministration. Nor has an injustice
remained unremedied in any previous case. There is, therefore, no precedent for the Government’s response
to my report.

Constitutional Issues

3. In my Memorandum to the Committee of 26 April 2006, I said that I was concerned about the
implications of the Government’s initial response to my report. The Government’s subsequently published
full response has done nothing to allay my concerns, which have been compounded by what I now perceive
to be an emerging attitude amongst Government oYcials andMinisters that has serious implications for the
Ombudsman’s oYce.

Precedent

4. The Government suggests that there is precedent for its actions. Paragraph 64 of the Government’s
response says that:

“While the Government has rejected reports in the past (for instance in relation to the Barlow
Clowes investigation in 1989) no Government does so lightly”.

5. As Annex B shows, there is no precedent for a Government both rejecting findings of
maladministration and refusing to compensate those people who had suVered injustice. A refusal even to
consider doing so is entirely unprecedented.

6. In the Barlow Clowes case, whilst the Government said that it did not accept the Ombudsman’s
“assertions”, compensation was paid to the complainants and others in a similar position to them, “out of
respect for the OYce of the Parliamentary Commissioner”.

Maladministration and injustice

7. In its response, the Department for Work and Pensions (DWP) continues to assert that it can be the
final arbiter of complaints about its own actions. As the Committee will understand, this position goes to
the heart of the system of independent scrutiny of executive action that Parliament has established; and to
the confidence that citizens can have that they will receive an eVective scrutiny of and outcome to their
complaints.

8. The Government’s own rule book, Government Accounting, says (in paragraph 5 of Annex 18.1):

“In the light of the investigation of a case, the Parliamentary Ombudsman will decide whether
complainants have suVered injustice because of maladministration; and whether any injustice has
been, or will be, remedied. The Parliamentary Ombudsman’s findings on maladministration are
final; there is no established avenue of appeal”.

Recommendations for redress

9. Implementation of any recommendations I might make to remedy injustice is another matter. As I
explained in my Memorandum to the Committee of 26 April 2006, the Government may:

“. . . reject recommendations that I may make, after proper consideration of the public interest,
and other calls on the public purse, and any other relevant matters. That is a decision that it is
entitled to take, was one envisaged by Parliament when it decided that I would not have powers
to make binding recommendations, and would be one for which the relevant Department would
have to account to Parliament”.

10. The Government appears to draw no distinction between a rejection of the Ombudsman’s findings
of maladministration and injustice and a rejection of the Ombudsman’s recommendations for redress.

11. Moreover, the nature of the Government’s response to this report appears to represent a new and
significant departure from historical precedent and constitutional practice.
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A wider pattern

12. It is not only in relation to this report that I have concerns. There appears to be an emerging attitude
amongst Government departments that they can properly, and with impunity, reject my independent
assessment of their actions, and my findings of maladministration.

13. As the Committee knows, the Chairman of Her Majesty’s Revenue and Customs told another
Parliamentary Committee that he did not accept my judgement that maladministration had occurred in
relation to the administration of tax credits.

14. The Permanent Secretary of the Home OYce has recently informed me that he does not accept my
findings of maladministration in relation to a number of immigration cases.

15. It would appear that DWP’s response to this report has given permission for a wider pattern of
behaviour to develop. If this becomes a general pattern, or a culture, I am sure the Committee will agree
that this can only undermine the confidence and credibility that is necessary to ensure that theOmbudsman’s
oYce can fulfil its role and purpose.

A future loss of confidence

16. Whilst I remain concerned that everything possible is done to secure whatever Parliament considers
to be appropriate redress for the people who have lost their pensions, I am also concerned about the
implications of the Government’s response for the constituents of Members who might wish to complain to
me in the future.

17. Since publication of my report, I have received many letters from people with complaints about the
loss of their pension, and also from other members of the public.

18. One such correspondent asked me:

“. . . what was the point of me coming with my complaint to you if, whatever you say, the
Government can still refuse to accept thatmy complaint was justified? Can theGovernment ignore
the courts, too?”

19. Another said:

“I thought you were an independent investigator who could decide on the facts whether my
complaint was well founded. If the Government refuses to accept the verdict of Parliament’s own
Ombudsman, what hope is there for other people who have suVered injustice because of
Government action?”

20. Such a loss of confidence is inevitable if Government creates the impression that it is prepared to pick
and choose which of my findings it is willing to accept.

Official Information

21. I am aware that theCommittee has a long-standing interest in oYcial information and the role it plays
in good administration and the delivery of public services.

22. The Government’s response to my report appears to suggest that, unless a public body is wholly
responsible for the structure and administration of the subject matter of any of its publications, citizens
would be acting unreasonably if they were to rely on the information provided by Government about that
matter—or if they were to expect such information to be correct and complete.

23. My report shows that DWP’s own standards required that information it provided to the public had
to be accurate and complete. Those standards did not apply only in respect of leaflets about social security
benefits but related ı as they still do ı to all the information and advice (both general and specific) provided
by DWP.

24. These issues are not new. It has long been a concern of good administration that the information
provided by public bodies should not be factually inaccurate or materially incomplete. One of my
predecessors noted in his Annual Report for 1985 that ‘it is obviously important that the public should be
able to rely on the correctness of the information’ contained in the leaflets issued by DWP’s predecessor
department.

25. Complaints about oYcial information and advice have formed a constant theme in the work of my
OYce since then. Indeed, incorrect and incomplete information given by oYcials and set out in summary
leaflets was at the heart of the inherited SERPS case, which led to the development of the DWP standards
and processes which aimed to ensure that the information and advice it providedwas accurate and complete.
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26. If the Government’s response indicates that it is now the view of DWP and/or other parts of
Government that oYcial information cannot be expected to meet the standards previously set by public
bodies or to conform to standards of good administration, then this would clearly have significant
ramifications for public administration generally and for the degree of trust that citizens are likely to have
in oYcial information.

27. I am sure that these wider issues relating to the extent that citizens can rely on oYcial information
will be of interest to the Committee.

Conclusion

28. I am deeply disappointed that the Government’s response to my report has rejected my findings and
misrepresented my recommendations. My report does not suggest that the redress for the undoubted
injustice suVered bymany thousands of pension schememembers should be paid for wholly by the taxpayer.
However, for the reasons given in my report, I do believe that only the Government can organise a proper
remedy for the losses sustained by those who complained tome. I remain concerned that everything possible
is done to secure whatever Parliament considers to be appropriate redress for the people who have lost their
pensions.

29. In addition, I am concerned that theGovernment’s response tomy report, togetherwith what appears
to me to be an emerging attitude amongst Government oYcials and Ministers in relation to my findings of
maladministration, has serious implications for the constitutional position of my OYce.

30. Finally, I believe the Government’s response to my report raises wider issues in relation to oYcial
information, which are likely to be of interest to the Committee.

26 June 2006

Annex A

OBSERVATIONS ON THE GOVERNMENT’S RESPONSE TO MY REPORT

31. This annex sets out some detailed observations on theGovernment’s published response tomy report.
I will deal only with what I consider to be the four key points.

Maladministration and the Basis for My Findings

32. My first observation is that the Government’s response wholly fails to address the basis on which I
found that maladministration had occurred.

33. In relation to the misleading content of oYcial information about the security of final salary
occupational pension schemes, the response makes no mention of what Government said at the time was
the status and purpose of the information that it would provide; nor does it refer anywhere to its own
contemporaneous standards concerning such information. In consequence, the Government’s response
does not properly address this finding of maladministration.

34. In relation to the failure to review oYcial information when DWP was warned by the actuarial
profession in 2000 that scheme members and trustees were being misled as to the security of final salary
pensions, the Government’s response misrepresents or misunderstands the basis on which I came to this
finding of maladministration.

35. In relation to the lack of evidence in oYcial files to explain whyDWP took an apparently inconsistent
approach to decisions about the funding level of pension schemes when considering recommendations to
alter the basis underpinning the Minimum Funding Requirement (MFR) level, the Government’s response
does not explain that lack of evidence nor does it provide any explanation for the inconsistency with which
those decisions were taken.

36. As I explained in paragraph 5.224 of my report, only those findings which relate to the deficiencies
in oYcial information had any bearing on my recommendations. What follows is similarly limited to
consideration of the response to those findings.

OYcial information

37. The Government’s response makes no mention of the commitments it made in the 1998 Pensions
Green Paper “to educate people about pensions and provide better, more secure pension schemes which give
them confidence and restore trust” and to promote “awareness of the benefits and risks associated with
diVerent kinds of investment and providing appropriate information and advice”.

38. Nor does it refer to the description of oYcial leaflets in the same Paper as being “concise, accessible
and [relating] information directly to decisions individuals need to take at various life stages” (see
paragraphs 4.130 to 4.150 of my report).
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39. There is also no reference in the response to DWP’s own rules and guidance concerning the
information that it would publish for the public, which provided that such information would be “accurate
and up-to-date, with no significant omissions”—absent also is any reference to the legal advice given to
DWP at the time, which stated that ‘where we choose to give information it is incumbent on us to ensure it
is accurate, complete, and can be relied on’ (see paragraphs 4.448 and 4.449 of my report).

40. The Government does not dispute the fact that none of its public information leaflets set out the
potential risks that scheme members might lose a significant proportion of their pensions on scheme wind-
up even if their scheme were funded to the level required by the law.

41. Instead, the response states:

(i) that the Government “believes that the purpose of those statements needs to be set in a wider
context, including the other information that would have been available to individuals”;

(ii) that oYcial leaflets “normally concentrate on what might be called ‘mainstream’ circumstances. . .
[which in this context] means that they oVer[ed] broad explanations that apply to the majority of
members of pension schemes”; and

(iii) that readers of oYcial information had been “expressly warned not to assume that the broad
information given can be applied without question to their own situation” and that the leaflets all
“contained explicit warnings that they were not complete explanations. . . [which] should have
been suYcient to alert the reader that they were not being given the full detail of the issues”.

42. However, these contentions on the part of DWP do not address the basis on which I found the
relevant information to be so deficient that this constituted maladministration.

43. First, as noted above, the standards which DWP had at the time devised for itself provided that
information aimed at the public had to be accurate and contain no significant omissions. The oYcial
information considered in my report did not meet these standards. Some of it was factually inaccurate; most
of it was materially incomplete.

44. Secondly, the relevant rules and guidance adopted byDWPmade nomention of the need to consider
oYcial information in a “wider context” or to assess it only in relation to “mainstream circumstances”. This
may be the Government’s position now, but it was not one stated at the time.

45. Thirdly, I have reviewed again the leaflets in question and I am puzzled by DWP’s assertion that the
readers were “expressly warned” that their circumstances might not be covered by the information
contained in the leaflets.

46. While I amaware that such disclaimers are sometimes put on leaflets related to social security benefits,
which often provide examples of hypothetical individual situations, I have not been able to find any similar
disclaimers on the leaflets covered by my investigation.

47. It may be that the Government’s response is referring to short disclaimers that the leaflets were “not
a complete statement of the law” and were “for general guidance only”. If so, this again does not address
the basis on which I found oYcial information to be deficient.

48. No-one has tomy knowledge suggested that a full statement of the legal framework has to be included
in every information leaflet about every subject. However, any leaflet—even ones which purport only to
provide a summary—that contains significant omissions would not be in accordance with the rules and
guidance set by DWP for itself. All the leaflets considered in my report that were issued prior to April 2004
failed to meet those standards.

49. Equally, a disclaimer that a reader should only be “generally guided” by information does not excuse
material inaccuracies and significant omissions in that information. Whether guided generally or
specifically, a reader can be misled by the content of deficient information.

50. The inclusion of “small print” which refers to whether a document is a comprehensive description of
relevant laws does not mean that the information that is provided can be incorrect, incomplete or
inconsistent. Furthermore, principles of good administration require that information provided is clear and
balanced.

51. My report makes clear that the relevant oYcial information was sometimes inaccurate and often
incomplete, inconsistent, or unclear. It was also unbalanced, by promoting the benefits of final salary
pensions while making no mention of the associated risks.

52. The Government’s contentions seem to me to be an attempt to retrospectively excuse the content of
its oYcial information—which did not match the objectives set for such information at the time by
Government, nor the internal standards which Government had developed and which should have applied
to its provision of information and advice to the public.

53. I have seen nothing in the Government’s response which persuades me that my findings of
maladministration were unreasonable.
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Failure to review leaflets

54. The Government’s response says that the report submitted to DWP by the actuarial profession—
which was published in September 2000—should not have triggered a review of the information produced
by DWP because:

(i) none of the leaflets published by DWPwere targeted at existing members of pension schemes; and

(ii) no-one had suggested that DWPwas the appropriate body to inform scheme members about “the
position of the MFR in relation to individuals” or that DWP leaflets had created or added to the
confusion among scheme members and trustees.

55. However, my finding that a failure to review the information being placed in the public domain by
DWP—when it was told that scheme members and trustees were wholly unaware of the risks to their
pensions—constituted maladministration was not predicated on the assumptions that the Government’s
response appears to be addressing.

56. First, my finding was not that a limited review of specific leaflets should have been undertaken but
thatDWP should have reviewed all the oYcial information that had been provided about pension security—
and if appropriate taken action to remedy any material inaccuracies or omissions. The information to be
reviewed included the full range of statements, oYcial publications and leaflets referred to in my report.

57. In any event, it is unclear to me why it would not have been appropriate for DWP to have reviewed
even those information leaflets that were aimed only at prospective pension scheme members when it had
been told that existing members were being misled as to the security of their pensions. Such a review would,
as I suggested in my report, have enabled DWP to rectify past errors, to prevent a repetition of such errors,
and to learn lessons for the future.

58. Secondly, the Government’s response relies on a further false assumption. My report makes clear (in
paragraphs 5.82 to 5.86) that I recognised—contrary to the assertions in the Government’s response—that
the report from the actuarial profession had not recommended that DWP should inform scheme members
individually of the consequences for each of them of pension scheme funding requirements.

59. It is also not necessarily true that the actuarial profession did not point to oYcial information that
was misleading in its 2000 report. While DWP leaflets were not among the examples of misleading
publications given by the actuarial profession, one published by the Occupational Pensions Regulatory
Authority (OPRA) was.

60. Furthermore, what trusteeswere required to tell schememembers about their pensionswas prescribed
by theDisclosureRegulations, developed byGovernment. DWP had the power to require trustees to inform
scheme members of the risks to their pensions, but did not do so. The Government’s response makes no
reference to this.

61. In any event, it seems to me that, where a public body assigns itself a public education role and where
it is told that the public are being misled in relation to the relevant subject, it is good administrative practice
for that body to satisfy itself that the information it is providing to the public is fit for purpose and not
misleading.

The tests I applied

62. My report sets out clearly the tests I applied when considering whether the content of oYcial
information was deficient to the extent that it constituted maladministration.

63. Those tests were largely based on DWP’s own rules and guidance, supplemented by an assessment of
whether the actions of Government bodies accorded with principles of good administration. I remain of the
view that these tests were neither inappropriate nor unreasonable.

The Selective Use of Evidence

64. My second observation is that the Government’s response makes selective use of the considerable
amount of evidence set out in my report.

65. Chapter 4 of my report is 99 pages long. It contains hundreds of references to statements made in
Parliament by Government Ministers, to oYcial information aimed at the general public, pension scheme
members or trustees, and to other publications—including consultation documents and press notices, issued
both by government bodies and by other stakeholders in the pension system.

66. TheGovernment’s response relies on a few quotations to support its assertion that all the information
and statements issued or made by DWP and other public bodies were “accurate in their context”.

67. I am wholly satisfied that my report fully sets out the context in which all the relevant oYcial
information and statementswere published andmade. TheGovernment’s response, on the other hand, seeks
to rely on a very small number of partial quotes which are not given a full and proper context—or indeed
any context at all.
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68. Indeed, when the quotations set out in the Government’s response are considered carefully in their
context, it is clear that they only reinforce my findings that oYcial information provided about the security
of pensions was inaccurate, incomplete, inconsistent or unclear.

69. To give only three examples:

(i) In paragraph 22.1 of the response, the Government refers to a leaflet issued in January 1996 as
being “only a brief summary of the changes” introduced by the 1995 Act and notes that that leaflet
dealt with the MFR “in just four sentences”.

Yet, as my report shows, that same leaflet began by saying that these changes, including the
development of theMFR, had been introduced as “theGovernment wanted to remove anyworries
people had about the safety of their occupational. . . pension following theMaxwell aVair”. It then
went on to state (with emphasis added) that “the minimum funding requirement is intended to
make sure that pensions are protected whatever happens to the employer”. That was not true.

This leaflet may well have given only a brief summary of the changes introduced by the 1995
Pensions Act; it also may only have dealt with MFR issues in four sentences. Yet it did both
inaccurately.

Given the stated aim of the reforms it was describing and the context in which it was published,
the leaflet’s brevity cannot excuse its material inaccuracy.

(ii) In paragraph 26 of the response, the Government quote from a 1997 OPRA publication aimed at
scheme trustees. The excerpt quoted said “this guide should not be taken as a definitive statement
of the law. There is no substitute for obtaining professional advice”.

Yet this publication was precisely the one that the actuarial profession drew to the attention of
DWP in its 2000 report as being an example of an oYcial publication that contained misleading
statements.

My investigation has shown that the content of this publication misled its readers.

(iii) In paragraph 31 of their response, the Government quotes a Minister in the previous
administration as saying in a debate in Parliament on 7 February 1995 that “it is simply not
possible either practically or economically to require ongoing pension schemes to fund at a level
that will enable them to buy out all their liabilities with non-profit annuities. For many schemes
the cost would have been prohibitive”. This, it is suggested, is an example of a clear statement that
non-pensioners might not receive all their accrued pension rights on wind-up.

Yet this is not so. First, it is an incomplete quotation. The words spoken by the Minister
immediately prior to making this statement are omitted from the Government’s response. As is
noted in paragraph 4.37 of my report, the Minister had said (with emphasis added) that the
proposed new funding requirement “should ensure that, irrespective of what happens to the
sponsoring employer, the fund will have enough money to meet the value of members’ accrued
rights which will therefore be protected”. That was an inaccurate description of the MFR.

Secondly, in its response the Government also appears not to understand that what it did quote
from is a description of the alternative to the proposed scheme funding framework, an alternative
which had been rejected. Buying out non-pensioner liabilities through annuities was not the stated
aim of what became theMFR.Asmy report shows, the aim of that requirement was to enable cash
transfers of full accrued rights to non-pensioners to be provided on wind-up. This excerpt from a
Ministerial speech quoted in the Government’s response therefore did not have any relevance to
what scheme members could reasonably expect from their scheme being funded to theMFR level.

The Role of Government

70. My third observation is that the Government’s response provides a wholly unbalanced view as to the
role of Government in the system of final salary occupational pension provision.

71. The Government deals with this system in fifteen paragraphs of its response (paragraphs 3-17). In
those fifteen paragraphs, the role of Government is mentioned only once—in paragraph 8, where it is said
that “the Government does not, in general, guarantee the security of private sector, occupational pension
schemes”.

72. Yet, as my report shows:

(i) Government was responsible for establishing the legal framework governing both the regulation of
the occupational pension system and also the funding framework relevant to each individual
scheme;

(ii) Government decided to design a system that would provide non-pensioner scheme members with
only a 50% chance of securing their pension contributions if their scheme wound up—and took
other policy decisions which directly aVected the financial stability of schemes;

(iii) Government was responsible for approving the actuarial basis of the level at which each scheme
had to be funded—and reduced that level twice;
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(iv) Government designed a priority order which over-rode the discretion of trustees to apportion the
assets of schemes fairly between all the members of a scheme in wind-up—and gave itself and
financial institutions higher priority than pension schemes when the assets of insolvent employers
were distributed. Public bodies thus received a proportion of the assets of insolvent companies that
was denied to those companies’ pension schemes; and

(v) Government prescribed what trustees had to tell scheme members about their pensions through
what were known as the Disclosure Regulations. The Government decided that this should not
include issues of risk.

73. In addition, the pensions lost by scheme members on wind-up included the additional pensions they
had paid for through National Insurance contributions. These contributions had been rebated by
Government bodies to their schemes—and would have been safe had scheme members not contracted out
from the State Earnings Related Pension Scheme with the approval of those bodies. This element of their
pensions was called a “Guaranteed Minimum Pension” by Government.

74. None of this is referred to in the Government’s response, which appears to continue to maintain an
extremely limited—and inaccurate—view of the responsibilities and role of government bodies within the
system in which the relevant events occurred.

75. As I told the Committee on 2 May 2006, “I said very clearly, I thought, in the report that I was not
saying that the Government had sole responsibility here. But I could not see how the Government could say
it had no responsibility here”.

76. Moreover, while seeking to significantly downplay its own role the Government makes much of the
role of trustees.

77. Yet trustees had to act in the way prescribed by the laws developed by Government. Trustees had no
powers in law to insist on additional funding above the MFR level from sponsoring employers. The
Government had laid down what trustees had to tell scheme members about their pensions and, when a
scheme began to wind-up, the law took away any discretion trustees had to act fairly in the interests of all
their members.

The Causes of Financial Loss

78. My fourth and final observation is that theGovernment’s responsemisrepresents whatmy report says
about the causes of financial loss.

79. In paragraph 57 of its response, the Government says that “the Government does not believe that the
information issued by the Government can be regarded as having caused the losses described in the report”.

80. That may be so, but my report did not say that it had; nor did I find that oYcial information caused
the wind-up of schemes.

81. In paragraph 5.176 of my report, I said:
It seems to me that it must be common ground that the trigger for the financial losses incurred by
complainants and others in a similar position to them was the winding-up of their scheme with
insuYcient funds to meet its full liabilities to all its members.

82. Paragraph 5.199 reiterates this view:
That trigger—the winding-up of schemes—clearly was not caused by deficiencies in oYcial
information about pension security.

The Government’s response appears to be addressing an argument which I did not make—and one that
has not to my knowledge been made by those who have lost their pensions.

Annex B

USE OF SECTION 10(3) AND OTHER RELATED CASES

83. This annex sets out information about cases in the past which have been the subject of a section 10(3)
report—denoting that injustice in consequence of maladministration had been identified but that no remedy
had or would be provided for that injustice.

84. It also deals with some cases which, although not laid before Parliament pursuant to section 10(3),
raised similar issues. Such cases were published using the power from time to time to lay before Parliament
special reports which relate to the Ombudsman’s functions, which is set out in section 10(4) of the
Parliamentary Commissioner Act 1967.

85. When Parliament debated what became the 1967 Act, it was envisaged that the power provided for
in section 10(3) would be used in three circumstances:

(i) where the department or body whose actions had been found to constitute maladministration had
“declined to set the matter right”; or

(ii) where such a department or body was “unable to do so”, perhaps because the law expressly
prevented the appropriate remedy from being provided; or
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(iii) where the Ombudsman was not “satisfied” that a proposed remedy provided proper redress for
the injustice sustained.

86. In the words of the Notes on Clauses on the Bill, where such a report is laid before Parliament:

The subsequent action will not be for the Commissioner; it will be for Parliament, using whatever
machinery—for example, a Select Committee of the House of Commons—is devised by
Parliament for the purpose. . . the matter will become one between the department (and, if need
be, its Minister or the Government as a whole) and the House.

87. My predecessors and I have laid four section 10(3) reports before Parliament. In a further two cases,
the department or body whose actions had been investigated also disputed the outcome of the investigation
conducted by my OYce.

88. The table below provides information about these cases. This shows that there is no precedent for the
Government’s response to this report.

89. In some cases, Government initially rejected findings but remedied the injustice; in others it accepted
findings but did not at first provide an appropriate remedy.

In no case did Government both reject findings of maladministration and refuse to consider righting the
injustice that had been sustained in consequence of that maladministration. Nor has an injustice remained
unremedied in any earlier case.

Date Case Action taken Nature of dispute Outcome

20/12/1967 Sachsenhausen Laid before Parliament In his initial response to Government eventually
as a section 10(4) the report, the then accepted that, having
report. Foreign Secretary said established his OYce to

in the House: “I reject undertake independent
completely the investigations, it would
Parliamentary be unacceptable for
Commissioner’s them to reject the
allegation” which Ombudsman’s findings.
underlay one finding of Compensation was paid
maladministration. He to the complainants.
also said that he saw The then Foreign
“no reason why the Secretary later said
judgement of the “The Parliamentary
Commissioner is Commissioner’s view is
necessarily better” than that our judgment was
that of Ministers. wrong. I am willing to

accept that”.

25/7/1978 Rochester Way, First section 10(3) The then Department of Government eventually
Bexley report. Transport accepted the accepted the case for

findings of compensation,
maladministration but following a Select
refused to accept the Committee inquiry, and
Ombudsman’s introduced amendments
recommendation that to the Land
financial redress should Compensation Act 1973
be paid to individuals to enable it to provide
who had been denied an such compensation and
opportunity to make to remove the time
claims for compensation limits for applications
in time due to the set out in that Act.
inadequate publicity Compensation was paid
given to the to the complainants and
compensation scheme others in a similar
by the Department. position to them.
The then Permanent
Secretary said that he
did not believe it would
be appropriate to
override by
administrative action
the expressed will of
Parliament, which had
established the scheme
and its time limits.
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Date Case Action taken Nature of dispute Outcome

19/12/1989 Barlow Clowes Laid before Parliament On the same day as the The Government said
as a section 10(4) Ombudsman’s report that it had concluded
report. was laid before that “it is prepared to

Parliament, the oVer a substantial
Government published payment, without
its “observations” on admission of fault or
the Ombudsman’s liability, to investors in
report, which had found the Barlow Clowes
injustice in consequence businesses”.
of maladministration by This decision had been
the Department of taken “in the light of all
Trade and Industry. the circumstances of
The Government said this particular case and
that it did “not accept out of respect for the
the PCA’s assertions OYce of the
either that the actions Parliamentary
fell short of the Commissioner”.
standards appropriate Compensation was paid
to the regulator in the to the complainants and
overall context of the others in a similar
case or that the actions position to them.
he criticises had the
eVect he describes”.

8/02/1995 Channel Tunnel Second section 10(3) The Government’s Following a Select
Rail Link report. initial response to the Committee inquiry, on

report refused to accept 1 November 1995 the
that maladministration Government agreed to
had occurred or that reconsider its position.
compensation was due. On 18 March 1997, the

Government set out
proposals for
compensation, which
was then paid to
complainants.

12/07/2005 Debt of Honour Third section 10(3) The Government did The Government
report. not accept all the eventually accepted one

recommendations made of the two
in the report. The recommendations it had
Committee is aware of not originally accepted
developments since the and work continues to
report was published. fulfil the second.

14/03/2006 Trusting in the Fourth section 10(3) Government published Still to be determined.
pensions report. its full response on 6
promise June 2006.

Memorandum by Dr Ros Altmann

PARLIAMENTARY OMBUDSMAN REPORT

Summary Comments

Background

— Government said occupational pensions were safe, but failed to make sure they were.

— Government encouraged people to join their company scheme—it was oYcial policy.

— Changes to the law reduced security of members’ accrued pensions on wind-up.

— Government had special knowledge of this, but failed to tell members.

— The law means their contributions pay other people’s pensions, and they get nothing.
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Why did members lose pensions after post-Maxwell changes, which started April 1997?

— MFR was supposed to ensure proper funding (but Government secretly decided only to give 50%
protection) Purported to increase protection—actually reduced it.

— Unfair statutory priority order, removed trustee discretion to divide assets fairly on wind-up.

— Impact of wind-up and priority order has devastated “non-pensioners” pensions!

— MFR completely inadequate to ensure suYcient funds to pay pensions on wind-up.

— Even members’ own contributions and money transferred from other schemes not protected.

— Government lulled members into false sense of security.

What happens on wind-up?

— Independent trustees appointed—their fees paid first.

— Assets used to buy annuities for those already drawing pensions.

— Annuities are very expensive—if there is no money left after buying these, other members get
nothing.

— Irrespective of age, length of service, contributions paid in etc.

— Can work for 40 years, be one week away from retirement and still get no pension!

EVect of our Pensions System

— Like forcing members to bet their retirement income on one share in the stock market.

— If that company fails, they can lose all their money (and their job too!).

— No-one ever explained this to them, they were completely unaware of the risks.

— Government legislation created those risks, but never warned members.

— Even solvent employers could walk away leaving members’ pensions decimated.

— Maladministration of MFR changes, which ignored member security on wind-up.

Members had no idea

— Government promoted and encouraged joining but never warned of the risks.

— Employers were allowed to make membership compulsory.

— Inland Revenue prevented any other pension once in company scheme—no diversification.

— OYcial documents contrasted “safety” of final salary schemes with “risky” money purchase.

— Government priority order removed trustee discretion, preventing fair division of assets.

— No financial company could get away with telling people something was guaranteed and not
compensating when it wasn’t paid in full.

Why lack of warning caused injustice and loss to so many

— If they had been warned, members would have had a chance to protect themselves.

— Some could have retired and secured their pensions, but were not told of the eVects of the priority
order on non-pensioner security—they were denied an informed choice.

— Some would have saved in other ways, or taken insurance before it was too late.

— Members could have pressed employers to contribute more.

— Solvent employers would not have been able to put in only the MFR level.

Clear Evidence of Government Maladministration

Government actively encouraged people to put their money into their employers’ scheme. It was oYcial
Government policy to encourage people to join their employers’ pension scheme and the Government put
out materials which it said were designed to encourage membership.

Government led people to believe that, after putting theirmoney into their company scheme, their accrued
pension rights would be safe and protected by law. EVectively, theGovernment gave the employers’ pension
promises an oYcial endorsement, by encouraging people to join and telling them they were protected,
without mentioning the risk of pension losses on wind-up. From the public’s point of view, these schemes
had a Government “kitemark” of approval.
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Government took it upon itself to issue pension information and education leaflets to help the general
public understand the benefits—and risks. 1998 Pensions Green Paper fromDSS said: “We published a new
series of DSS pension leaflets in June 1998 . . . providing clear and unbiased information’. “We have already
taken steps to ensure people are better informed about pension issues generallythey need to know where
they can get information and advice from sources they can trust . . . this will include promoting awareness
of the benefits and risks”.

The Government led the public to believe that salary-related pensions were secure, and not dependent on
investment returns or employer solvency. TheDWPbooklet “Occupational Pensions Your Guide”October
2002 p 11 said: “The pension you get in a salary-related scheme is based on: The number of years you belong
to the scheme as an employee and: how much you earn (usually your earnings when you retire or leave the
scheme)”. This was contrasted on page 12 with “In a money purchase scheme, your contributions (together
with your employer’s) are invested. The pension you get is based on the total payments into the pension
fund, and how well these investments have done . . . You use the money this builds up to buy an ‘annuity’
from an insurance company when you retire”. No mention of the problem of having to buy annuities when
a final salary scheme winds-up, nor the impact of the legal priority order. The leaflets only mention seeking
financial advice if salary-related schememembers work part-time, get divorced or want to transfer a pension
when changing jobs.

Government was aware that members were concerned about the security of their pensions—especially
after theMaxwell scandal. 1998DSSGreen Paper on Pensions: “People should join their employers pension
scheme, but will only do so if they believe their pension rights are properly protected. Security is of
paramount importance”. It seems that the Government decided to tell them they were safe, even though
they weren’t!

Government at the time did not believe it was trustees’ duty to protect members’ pensions. Government
knew this was the responsibility of the Government itself, but is now trying to pretend otherwise. For
example, Pensions Minister JeV Rooker in 2000, told Parliament: “we are aware of the importance of
protecting members’ rights. If we cannot do that, they have no-one else to look to”.

Government failed to keep the costs of scheme wind-up and implications of any changes in annuity rates
and MFR levels under review, to ensure members’ pensions were secure. Government failed to take notice
of the soaring costs of buying bulk annuities on wind-up and the fact that increasing proportions of the
assets were being taken up in securing the “pensioners” pensions. It ignored the warnings about this from
the Institute of Actuaries which explained that “non-pensioner” members’ pensions would be substantially
reduced if the scheme had to wind-up, which was clearly contrary to the “original intention” of the MFR.
The ParliamentaryOmbudsman found no record of the position of wind-up being properly consideredwhen
deciding to weaken the MFR and this is clearly maladministrative. When taking such a decision,
Government must properly consider all relevant factors. It had the option of not weakening theMFR, even
if actuarial advice was to do so, if there were particular reasons to do so. Surely, the situation of members
losing their pensions on wind-up would have been such a situation.

Even after schemes started collapsing, post-1997 with non-pensioner members suVering huge losses,
Government still produced oYcial material assuring members their pensions were safe and failing to
mention the possibility of pension losses on wind up. Until 2004, oYcial material continued to give the clear
impression that final salary pensions were safe and policy continued to encourage people to contribute to
their scheme, without mentioning any risk. DWP booklet, “Occupational Pensions Your Guide, October
2002 p 15 ‘How do I know my money is safe?’ As a scheme member, you are protected by a number of laws
designed to make sure schemes are run properly and to make sure funds are used properly.” No mention of
what these laws could do to accrued pensions on wind up.

Government told people that their pension was kept separate from their employer, so that, members were
given the clear impression that the security of their past pension rights did not depend on the employer.
DWP booklet “Occupational Pensions YourGuide” October 2003 p 15 “Although your employer pays into
the scheme and may be a trustee, the assets of the pension scheme belong to the scheme, not to your
employer”. Page 16 “Opra can act quickly to protect your interests if the trustees who run your scheme, or
your employers, do not meet their obligations”.

Government led members to believe that the Inland Revenue ensured contracted-out schemes would
provide benefits at least as good as those they would have had in the state pension scheme. This was not
true, but members were never told it might not be true, or that they needed to consider whether their state
pension rights could be lost as well as all their private pension. DWP booklet, Occupational Pensions Your
Guide, October 2002 p 12 “For a salary-related scheme to be able to contract out of the additional State
Pension, it must pass a test of overall scheme quality. They must oVer benefits that are broadly the same as,
or better than, the State Second Pension”.
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In its educational material and oYcial leaflets, Government even mentioned the possibility of what might
happen if an employer became insolvent, but did not talk about the risks of wind-up! For example, DWP
booklet “Occupational Pensions Your Guide, October 2003 section headed:What if things go wrong?” said
“Although it’s rare, if an insolvent (bankrupt) employer has removed a pension scheme’s assets dishonestly,
the Pensions Compensation Board can make compensation payments to the scheme.” So it discussed the
particular issue of employer insolvency, but did not mention the risk of wind-up at all and led members to
believe they would be compensated!

Important Quotes from the Ombudsman’s Report

1998 pension reform Green Paper said “The concept behind the MFR is a straightforward one—that is,
people who have built up pension rights should be able to draw their pensions in full, even if the employer
is no longer there to pay extra contributions’.

January 2000: DSS oYcials report on recommendations from Actuarial Profession to strengthen MFR:
“if we introduce these changes to the MFR we are likely to come under pressure to similarly change the
assumptions used in the calculations of (contracting-out) rebates which would be to make them more
expensive to government. We do not have Treasury agreement to this”.

May 2000: After the Actuarial Profession recommendedmembers should be warned their pension are not
secure on wind-up, oYcials wrote to the Pensions Minister that telling the public would require careful
handling, since disclosure to members would highlight the fact that the objectives of the MFR mean that
non-pensioners only have a “reasonable expectation” of receiving their benefits.

October 2002: DWP evidence to Parliamentary Select committee “The Department is actively promoting
a pension education publicity campaign that is supported by a range of simple, impartial guides”.

May and November 2000 Alistair Darling: “There is a clear responsibility to ensure that the information
that Departments provide is accurate and complete.We shall also provide redress for those people whowere
wrongly informed and who, had they known the true position, might have made diVerent arrangements”.
“As a matter of principle, when someone loses out because they were given the wrong information by a
Department, they are entitled to expect the Government to put it right”.

Comparison with Pensions Mis-selling Scandal, Which Cost Financial Companies Billions in

Compensation

Pensions Mis-selling Adviser Role Occupational Pensions Government Role

People ask adviser what to do about pension Government tells people what to do on pensions
People place trust in adviser People place trust in Government material
People encouraged to invest People encouraged to join employer scheme
Tell people about benefits—over-claim Explain benefits of employer scheme
Fail to explain risks Fail to mention risk of wind-up
People lose money after poor performance People lose money when scheme winds-up
Adviser found guilty of mis-selling Government found guilty of maladministration
Adviser forced to compensate in full Government refuses to compensate!

Evidence uncovered in Parliamentary Ombudsman report

What Government Said: What Government Did:

In 1995 Government said “theMFRwill mean that Behind closed doors oYcials told the Actuarial
members can be confident that the value of their Profession to design the MFR formula to give only
accrued rights is secure, especially in the event of a 50/50 chance of non-pensioner members getting
the scheme or the employer companywinding up. It their full accrued pensions.
is only right that themembers’ investment and their
accrued occupational pension rights, should be
properly protecte”’.

In 1998 DSS said it would work with the FSA to DSS and FSA issued information leaflets only
improve pension information, including promoting stressing the benefits of final salary schemes, but not
the awareness of the benefits and risks. mentioning any risks. The FSA said these pensions
“Government and financial Regulators have a were “guaranteed” which makes it “easier to plan
central role to play in developing the long-term for retirement”. DSS said they were “safe”—so
framework . . . People should be encouraged to join people believed there was no risk.
their employer’s scheme, but will only do so if they
believe their pension rights are properly protected”.
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What Government Said: What Government Did:

In 2000 theActuarial Profession recommended that Government ignored Actuarial Profession and
the MFR should be strengthened. OYcials told the decided not to strengthen theMFR. It said it would
PensionsMinister,MalcolmWicks, that this would wait for a forthcoming review of contracting-out
restore the MFR to its original strength, but added rebates and of theMFR itself which it had asked the
“if we introduce these changes . . . we are likely to Actuarial Profession to carry out. It failed to
come under pressure to similarly change the consider the eVect of this on security of members’
assumptions used in the calculation of (contracting- pensions on windup.
out) rebates which would make them more
expensive to Government. We do not have
Treasury agreement to this”.
In 2000, Alistair Darling said “The public rely on In 2000, the Actuarial Profession report told
Government information and they are entitled to Government the public thought the MFR fully
be reassured that leaflets are accurate and protected their pension rights, and that they should
comprehensive”. “It is important that be told that it does not. A DSS oYcial wrote to the
Governments should be honest about what they do Minister that informing the public about security of
whatever else they do, they should not put people in benefits would require careful handling since this
a position in which they do not have adequate would highlight the fact that the objectives of the
pension cover”. Pensions Minister JeV Rooker told MFR mean that non-pensioners only have a
Parliament “we are aware of the importance of “reasonable expectation of receiving their
protecting members’ rights. If we cannot do that, benefits”.
they have no-one else to look to”.

DSS leaflets were issuedwhich failed tomention theIn 2000, Alistair Darling said “The giving of wrong
risks to final salary scheme members’ pensions oninformation by a department is inexcusable”. “We
wind-up and told members that their pensions werehave already tightened up procedures for checking
“safe”, thus giving a totally biased picture.leaflets and guidance”.

In 2001, the Chancellor said he was determined to In 2002, theMFRwas weakened a second time and
protect the security of pensioners and other pension in 2003, the Government ignored actuarial
scheme members in occupational schemes’. profession’s advice that the MFR had become

much too weak and needed to be strengthened
urgently.

In 2004, Government announced a £400 million The FAS has only helped about 50 people.
Financial Assistance Scheme claiming “this Meanwhile, scheme money is sitting in a bank but
represents significant help to those who have lost Government has refused to allow trustees to pay
the most”. money immediately not even to those terminally ill,

or already in their late 60’s.

How Scheme Members Lost State Pension Rights Too

Essentially, National Insurance contributions provide a state pension consisting of two parts:

(a) Basic State Pension—BSP (flat-rate); and

(b) Additional Pensions—which used to be called State Earnings Related Pension (SERPS) now called
State Second Pension (S2P).

Since the 1970s Governments have allowed SERPS rights to be replaced by a private pension instead.
Employers were encouraged to “contract” their scheme out of the Additional Pension (not the BSP) with
the aim of reducing long-term pension costs to the state. The Government rebated someNational Insurance
contributions to the private scheme, whichwould provide a replacement for the state pension foregone. This
was called a “Guaranteed Minimum Pension” (GMP)—which Government said would be at least as good
as the SERPS pension given up. If the worst happened, the national insurance system would agree to
reinstate all scheme members back into SERPS.

So the company pension also consisted of two parts: (a) the GMP to replace state SERPS rights and (b)
the occupational pension itself, paid for by members’ and employers’ contributions. See below:
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In many cases on wind-up, members have lost their entire occupational pension and some or all of their
so-called “GuaranteedMinimumPension”—which theywere assured by the oYcial leaflets would be at least
as good as the State pension they had given up. However, from April 1997, previous protection for GMPs
on wind-up was severely reduced. Government would no longer take these pension rights back into the
National Insurance system for members as a whole and the legally imposed priority order and weakness of
the MFR have meant members losing much of their GMP. Anyone losing some GMP will have zero
occupational pension andwill also be worse oV than if they had never joined their company scheme, because
if they had not been in their contracted out company scheme, they would have received their SERPS in full!
So all their years of contributions will have been wasted! The following example illustrates this. It shows the
pension position of Stan Carpenter, who is 66 years old and was in the Perivan scheme for 38 years. He has
received nothing yet from the FAS.

Case Study: Stan Carpenter

— Member of Perivan Pension Scheme.

— 66 years of age.

— 38 years contributing to scheme.

— Not yet receiving assistance from the FAS.

Pension if scheme had not wound up should have been:

Final salary pension £38
Contracted out of SERPS, so GMP £48
Total £86 ! Basic State Pension

State pension Stan would be receiving if he had not joined company pension scheme:
SERPS £48
Total £48 !Basic State Pension

Pension Stan is actually receiving:
Final salary pension £0
Contracted out of SERPS, but just receiving partial GMP £17.33
Total £17.33 per week !BSP

Stan is £31 worse oV per week than if he had simply thrown his hard earned pension scheme contributions
in the bin! His 38 years worth of contributions have left him £31 per week worse oV than if he had never
joined his scheme.
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And this is what Government assured him was a “safe” pension and encouraged him to join! There are
thousands of others who are finding themselves in the same position.

What actually happens when a scheme winds up?

An independent trustee is appointed who is responsible for all aspects of the scheme. They try to get as
much money as possible into the pension fund. If a scheme is funded below the Government”s oYcial
pension funding standard (MFR), and the employer is still solvent, the law requires the employer to pay the
amount of money required to bring the scheme up to 100%MFR. Even if the employer could aVord more,
the trustees are unable to force them to. If the employer is insolvent, the amount of money needed to bring
the scheme up to 100% MFR becomes a debt owing to the fund, however pension funds are unsecured
creditors and therefore banks, VAT, tax and other secured creditors have to be paid out before any money
is put into the pension fund, which usually means there is nothing left for the pension scheme.

In any case, the MFR level is nowhere near suYcient money to provide all members” pensions on wind-
up and, although the public were not told, it was never designed to do so. ( ASW was 104% MFR!)

Trustees have to collect all assets and calculate all liabilities beforewind-up can complete. Theymust agree
contracted-out Guaranteed Minimum Pension (GMP) entitlements for all members” with the Inland
Revenue. Before 1997, the Government would reinstate SERPS entitlements for all scheme members back
into the National Insurance system, but the Government stopped doing this in 1997. Now trustees have to
agree GMPs for each individual, and the GMP is not put back into the state system for everyone. This
process can take years. If the scheme is underfunded on MFR, members can go back into SERPS through
what is called “deemed buyback”, but the pension is not reinstated in full, with the amount of reduction
depending on the MFR funding level of their scheme.

Before wind-up can be completed, the trustees must ensure there are no other debts due to the fund and
take legal action to recover any potential sums, if they can. They must also try to trace all scheme members,
even those who belonged many decades ago. This all takes a long time and can cost large sums. Any trustee,
legal and other expenses are paid from scheme assets, thus potentially reducing the amount left formembers’
pensions even further.

To complete wind up, trustees buy bulk annuities with the remaining assets (including for members who
have not been traced, in case they may show up in future!) In April 1997, the law introduced a specified
“priority order” for buying out members’ pensions, with all pensioner benefits having first call on the assets.
This priority order has decimated long-serving members’ pensions and is grossly unfair, because it provides
full pensions to one group and nothing at all to others.. Before 1997, trustees would divide the assets more
fairly. The legal priority order, in summary, is:

1. AVC and all expenses.

2. Level pensions for pensioner members (no inflation linking).

3. Level GMP for all non-pensioners (no inflation linking).

4. Inflation increases for pensioner members.

5. Inflation increases for GMP non-pensioners.

6. Final salary occupational pensions for non-pensioners.

Bulk annuities have become so expensive that “pensioner” members take all the assets and schemes do
not usually have enoughmoney to pay for even the fullGMPentitlement of non-pensioners. (EvenDirectors
who took early retirement at 50 and are working elsewhere are classed as “pensioners”!) Of course, anyone
with less than full GMP eVectively gets nothing at all from their own contributions! “Non-pensioners”
include people in their 50s and 60s with decades of contributions in the scheme, or people who transferred
money in from other schemes etc. Unless already drawing their pension, long serving members can lose it
all. The law over-rides trustee discretion. Yet, oYcial information never mentioned this priority order, or
the risks that fully funded on MFR would not mean full pensions on wind-up. Government never checked
what was happening to annuity rates, nor did it consider the impact of weakening the MFR on solvent
employer wind-ups. This is maladministration. Government was responsible for these laws, created this
huge risk to members’ pensions, yet never mentioned it.

PASC Might Look at Precedent from Inherited SERPS Inquiry

In 2000, this Government agreed to pay out billions of pounds in compensation, after the Parliamentary
Ombudsman found Government departments guilty of maladministration, for issuing leaflets which failed
to warn the public that the SERPS pensions for surviving spouses would be cut in future. This is a useful
precedent to consider.
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In 1986, Parliament decided that—from April 2000—surviving spouses would receive only half their
deceased partners’ SERPS pension, rather than keeping the full pension as before. DSS leaflets did not tell
people about this, so they had no chance to make alternative and additional arrangements to protect their
spouse’s income after their death (eg to save more when they were working or take out extra life
insurance etc.)

The Parliamentary Ombudsman found Government guilty of maladministration, for similar reasons as
in the case of the oYcial pension leaflets in this case ie that they were incomplete, not that they were all
technically wrong (although some were), because they omitted to mention an important piece of
information.

In 2000, this Government accepted it was guilty of maladministration in preparing the leaflets in question.
Yet those leaflets, too, claimed they were “for general guidance only” and “were not a complete statement
of the law”. Ministers accepted that losses were not caused specifically by the leaflets, but that individuals
suVered injustice because theywere notwarned of changes that could reduce their surviving spouse’s pension
income, and they were, therefore, not given a chance to make arrangements to provide for additional
inherited income. The same applies in the case of occupational pensions, whereby the Government failed to
warn people they could lose their pension on wind-up and they did not know they might need to make extra
provision (eg saving more, spending less or taking extra insurance).

Given this precedent, the Ombudsman’s findings in the case of her occupational pensions report are
especially important for the PASC to consider. Not only did the DWP continue to make the same kind of
mistakes that cost taxpayers billions for the inherited SERPS case, but even more damaging for the
credibility of the Department is that it continued to do this even after it was supposed to have changed its
own guidelines, tightened checking procedures and publicly assured the Commons that suchmistakes would
not occur again! Given this, it is particularly inexcusable that, even up to 2004, the oYcial leaflets were being
issued without mentioning any risk of wind-up.

The DWP’s inability to recognise this is deeply worrying. It does not seem to understand the thought
processes of those who read its information. Perhaps it is trying to ascribe the same levels of knowledge and
awareness to the “man-in-the-street” as would apply to oYcials. The leaflets were not fit for purpose, the
public were badly misled by them and it is in the public interest that Government appreciates this. It is vital
that oYcials and Ministers are challenged here, to prevent such dreadful problems arising again in future.

This Government accepted that pension rights needed to be protected and the public needed to be told
about changes that could aVect their future retirement income. Alistair Darling told Parliament in 2000
“The public rely on Government information and they are entitled to be reassured that leaflets are accurate
and comprehensive. . .It is important that Governments should be honestwhatever else they do, they should
not put people in a position in which they do not have adequate pension cover”. Clearly, the changes to the
rules of wind-up had a devastating eVect on members’ pensions, but they were never warned.

Inadequacies of the Financial Assistance Scheme

The DWPs full final response to the Ombudsman’s report (laid in Parliament on 7 June 2006) states that
the FAS will pay 80% of the “expected” pension of those within 7 years of scheme pension age, 65% of
“expected” pension for those 7–11 years away and 50% of “expected” pension for those up to 15 years away.
This is not correct. The statement misleads MPs into thinking that members will have most of their pension
back. That is far from the truth. In reality, many of those on the 80% band will still lose about half their
“expected” pension, those in the 65% band will often only get less than 40% of their “expected” pension and
most of those on the 50% band will only get between a quarter and a third of their scheme entitlement, so
members are still suVering dreadful losses.

This is because the FAS payments are based on what the DWP called “core” pension, which is not their
“expected” pension at all. There aremajor diVerences between the two, with this “core” pension beingworth
far less than the “expected” scheme pension. For example:

— FAS payments are not inflation-linked at all—the “expected pension” would be

— FAS only starts at age 65—“expected pensions” start from scheme pension age (often below 65)

— FAS only starts full payment when wind-up has actually finished—“expected pensions” are paid
as soon as pension age is reached

— FAS payments are capped at £12,000 and this cap itself is not inflation-linked, so it declines in
value over the years—“expected pensions” are not subject to any cap

— FASdoes not have any tax free element and the entire FASpayments are subject to tax—“expected
pensions” include a tax-free lump sum

— FAS only pays 50% of the FAS benefit to a surviving spouse—if the scheme had not wound up,
spouses would normally receive at least 50% of the full “expected pension”

— FAS payouts halve immediately if a member dies soon after retirement—ongoing schemes usually
continue paying full pension to surviving spouses for a few years
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— Ifmembers die young, FAS pays nothing and survivors are left without any insurance—“expected
pension” benefits include life assurance cover

— FAS pays no ill health benefits—most schemes would oVer ill-health cover

Other problems with the FAS:

1. Solvent employer schemes are excluded. Even though solvent employer schemes were also at the mercy
of the MFR and the rules of wind-up (both Government responsibility) they have been left out.

2. Some insolvent employer schemes are also excluded, in cases where a foreign employer went bust, but
did not register the insolvency in the UK.

3. Anyone over 15 years from pension age is still excluded, so people in their 50’s who saved for over 25
years in their company scheme still get nothing.

4. In fact, because of the FAS anyone over 15 years from pension age will get even less than they would
have had without FAS. This is because trustee expenses incurred in submitting forms and data for each
scheme must come from scheme assets. Therefore, the FAS is taking even more money away frommembers
whose pensions have already been decimated, in order to give a bit of assistance to those who do qualify for
the FAS.

It certainly seems ironic that the DWP statement, which was attempting to explain why the Government
believes it did not mislead members of occupational pension schemes, was itself misleading Parliament! The
statement also exaggerates the cost of the scheme, since FAS payments are taxed and those receiving
assistance will lose somemeans tested benefits they would otherwise get, making the net cost to the taxpayer
far less than the stated figures.

It is important thatMPs realize just how inadequate the FAS truly is.Not only have so few people received
anything at all, but even when they finally do, the payments will be far, far less than the pension they were
expecting.

Summary Critique of Government’s Final Response

1. Rejection of maladministration verdict on oYcial information

None of theGovernments reasons for rejecting the findings that its oYcial information and leaflets misled
members about the safety of their pensions stands up to scrutiny.

The Government says that all the leaflets were appropriate “in the circumstances”, were for diVerent
purposes and contained diVerent information—but the fact is that none of themmentioned the risk of wind-
up, inadequacy of MFR and impact of the priority order—risks that Government itself created.

It says that they contained “broad information for the majority of members”—but the leaflets did not
cover the problem of wind-up at all, which could aVect every non-pensioner member. Indeed, it even
mentions employer insolvency, saying members would be compensated if there is fraud (which almost never
happens) but fails to mention the lack of security for members accrued pensions on wind-up.

The Government says that the leaflets “made clear they were limited in scope and that the reader needed
to refer to other information”—the other information they were referred to was other oYcial leaflets, which
also failed to mention the risks of wind-up and employer or scheme information.Members had already read
this other information, but were seeking confirmation of the messages of safety that the employer
information contained. The Government was told and should have known that employer and scheme
documents would only stress the benefits and safety of the schemes, but it was the oYcial information that
should have mentioned the risks faced in the case of employer insolvency or solvent scheme wind-up.

Government says that all the leaflets had disclaimers to say they were for general guidance—that is why
people were, indeed, guided by them—and that they were not a complete statement of the law—no-one
would expect them to be a complete statement of the law, but they would be expected to cover the most
important factors and they left out the most vital one of all!

Government says that it is wrong for the ParliamentaryOmbudsman to find it guilty ofmaladministration
for not changing its oYcial leaflets after the warnings from the Institute of Actuaries that both employers
and trustees (as well as members) did not understand the lack of protection on wind-up which was provided
by theMFR and that members’ accrued pensions could be severely reduced if the scheme wound up. It gives
three main reasons for its claim that this warning did not imply a need to review the oYcial leaflets (even
after Alistair Darling committed the Department, in 2000, to ensuring that all leaflets would be thoroughly
checked in future and would be complete, accurate and comprehensive and also that anyonewhowasmisled
by them would be compensated!)

Firstly, it says that the leaflets were not targeted at existing members—however the DWP actually sent
these leaflets to members and nothing in the leaflets states they are not to be read by current members,
furthermore, even non-members should surely have been alerted to the risk that their scheme might wind-
up and they could lose the pension, before they joined! Secondly, it claims the trustees’ should have informed
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members about the MFR ı but the Actuaries report said the trustees misunderstood MFR and, of course,
it was theGovernmentwho introduced and oversaw theMFRand created the original 50% risk. In addition,
it was Government’s own regulations which prescribed what trustees were required to tell members, so why
did it not change those regulations to require them to mention the risks of wind-up? Thirdly, the
Government says that no-one suggested its leaflets needed to be revised! Surely, and especially after Alistair
Darling’s commitment to making certain the leaflets were comprehensive and accurate and in view of the
Departments own guidelines, it should have realised that it needed to mention the risks to readers without
needing to be told.

2. Rejection of Maladministration Verdict on MFR Changes

TheGovernment says its decisions about theMFRwere taken appropriately, withoutmaladministration.
It says that it considered plenty of information before making the decisions. However, as the Ombudsman
points out, there is no evidence that it properly considered member security on wind-up. It did not consider
the risk of pension losses implied by the legal priority order, did not check what was happening to annuity
rates, nor the position of solvent employer wind-ups, where the employer was only legally obliged to pay in
enough to meet 100% MFR. Indeed, there are examples of solvent scheme wind-ups where schemes were
over 100% funded and the solvent employers were allowed to take money out of the scheme, which was paid
to shareholders, yet members were left with huge pension losses! This is a direct result of the MFR. The
Government failed to take wind-up risks seriously, so it did not consider all the relevant factors when
making its decisions. This is definitely maladministration.

The Government’s response betrays clear evidence that it failed to bear in mind the true original intention
of the MFR, when overseeing funding changes. In its full response, the Government describes the policy
intention of the MFR (see point 11) as follows: “it was intended to ensure that a scheme which was fully (ie
100%) funded on the basis of theMFR should have suYcient assets, in the event of it winding up, to protect
fully pensions already in payment (by buying annuities) and to give younger members a cash amount which,
if placed in a personal pension, would allow them a reasonable expectation—but not a guarantee—of
achieving, at retirement, benefits equivalent to those lost”. If this was the original intention, how can the
Government justify not considering the costs of annuities and eVect of wind-up priority order on particular
groups of members, when deciding about the MFR.

Indeed, the Government’s response admits that it could have decided not to follow the actuarial advice
to weaken the MFR. “The Government would have needed strong grounds to justify not acting on the
recommendation. No such grounds were apparent at the time”. The strong grounds should have been
member security and the risk of pension losses onwind-up, but as theGovernment did not properly consider
this issue, it failed to realise that there were, indeed, strong grounds for not weakening the MFR. The
Government failed to consider that the MFR had implications for factors such as protection of contracted-
out rights (members could lose some or all of the GMP) and for solvent employer schemes, which could
wind-up with only 100% MFR, even though this was nowhere near enough to pay full pensions. As
Government response points out, falling stock markets, falling interest rates and rising annuity costs were
important factors in determining member security on wind-up, but it did not consider these properly at all,
when overseeing MFR or issuing its oYcial leaflets.

In fact, what seems to have happened is that concerns for Treasury and employer costs over-rode the
issues of member security. The Ombudsman’s report shows the evidence that Government was worried
about the impact of any strengthening of MFR on the assumptions used for calculating contracting out
rebates and was also worried about increasing the costs to employers of running final salary schemes. These
concerns seem to have driven the decisions on theMFR, whereas the lack of security for members’ pensions
was not taken serious account of.

The Government also claims strengthening the MFR would not have aVected member security anyway.
For solvent employer schemes that is certainly not true, and it also does not excuse theGovernment’s failure
to warnmembers about the risks they faced. If theMFRwas so weak, why didn’t Government put in proper
protection for members, no other country left members pensions so much at risk. Government says people
should not have expected a scheme that was less than 100% funded on the MFR to pay full pensions. That
is rather beside the point. Firstly, many schemes were over 100% funded (ASW at 104% but members still
lost their pensions) and secondly, no-one could possibly have been expected to recognise that a scheme
which was 90% funded might only pay 10% pension. Government created this risk and should have told
people about it, but kept saying the schemes were safe.

3. Denial of any Responsibility—and Members could not have Prevented Losses Anyway

The response says “Nothing the Government did created the losses incurred”. This is just not true. The
wind-up rules, coupled with MFR inadequacy—both Government responsibility—led to the losses. The
Government bowed to employer pressure to keep company contributions low, because generous final salary
pensions allowed the Treasury to keep state pension costs low. Government also says it does not believe
oYcial information led to the losses suVered. Yet, its assurances of safety denied members an informed
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choice, leaving them at the mercy of the priority order, annuity rates and MFR. OYcial information also
caused all the other injustices (shock, outrage, sense of betrayal, eVect on health, being forced to sell home
etc). These are not even acknowledged at all in the Government’s response.

The Government claims it cannot be expected to compensate for losses because these were private
schemes. It also says that the losses suVeredwere a result of stockmarket falls and rising annuity rates. These
claims are not valid. Firstly, these were not just private schemes. They contained national insurance
contributions which would otherwise have generated a state pension. Government approved the schemes
and all members had to be contracted out, so individuals could not go back into SERPS if they stayed in
the scheme. Government said the “Guaranteed Minimum Pensions” from these schemes would be at least
as good as SERPS, yet failed to check this was true when schemes wound-up.

Secondly, the losses were suVered as a result of the eVect of the priority order and wind-up rules which
the Government itself imposed. Once in wind-up, these were no longer private schemes at all. Trustees had
no discretion to divide the assets fairly, the law took over completely.

Thirdly, the fact that the Government failed to notice that annuity rates were falling and that this meant
non-pensioner members faced much larger losses on wind-up than was originally intended by the MFR
legislation is surely serious maladministration. It also failed to mention the risks at all.

The Government also tries to blame the trustees, saying they were responsible for member security. This
is not true, they were responsible for looking after the assets and ensuring the scheme was funded in line
with MFR legislation, but they were powerless to force employers to contribute above 100% MFR, the
Government did not tell them they needed to inform members about wind-up and trustees were misled by
the incorrect information given by OPRA and oYcial leaflets too. On wind-up, of course, trustees are
powerless to protect members’ pensions anyway.

Government claims that any action members could have been taken, either individually or collectively,
would have been unlikely to protect part of their accrued rights, much less protected all of them. This is just
not true. It is impossible to prove exactly what each member would have done, because they were denied
the chance to do anything, but it is obvious there are ways in which they could have avoided the huge losses
and protected their retirement income. For example, some could certainly have retired and secured their
pensions as a pensioner member under the priority order, thus protecting their full pension. Anyone with
20, 30 or 40 years’ contributions would want to protect this rather than potentially losing everything and
could have transferred out if they wanted. Some would not have transferred in from money purchase
schemes, others would not have put Additional Voluntary Contributions (AVCs) into their scheme. The
money contributed to AVCs would have been far safer in an ISA. Some could have taken other jobs, even
in the public sector, if they had known the risks. Those who wanted to be sure of having enough retirement
income could have saved more, cutting down on spending elsewhere, but it is too late now. Furthermore,
some groups of members might have decided it would be better to transfer back into SERPS, to at least
protect their GMP rights. Trustees or unions could have pressured for bigger contributions. Many would
have taken out life insurance, to protect their families if they died, but it is too late now. These are similar
to the issues with inherited SERPS, but in that case thisGovernment agreed to compensate in full, for people
who “might have” been able to make other arrangements.

16 June 2006

Memorandum by Andrew Parr

Background

I was employed by the steelmaker ASW at Sheerness in Kent and have lost a major part of my expected
pension as a result of ASW becoming insolvent in July 2002. I will reach my scheme retirement age of 62 in
September 2006 but will have to keep on working until I reach the state age of 65 when the FAS, and the
state pension, will be paid.

I suVer from a serious cardiac condition and had a cardiac arrest in 2005. Because of my age and this
cardiac condition my employment prospects are poor and I have only found employment at a much lower
salary than I enjoyed before the company collapsed.

Prior to the collapse of ASW I was a member of the StaV Consultative Committee (SCC) which was the
communication channel between the management and workforce.

After ASW acquired the Sheerness site in 1999 it proposed merging pension schemes. The SCC was
unhappy about this because of significant diVerences such as scheme age, in particular the fact that the
Sheerness fund was over-funded, whilst the CardiV scheme was underfunded (both to MFR). In view of the
doubts that many people had about the viability of the company we thought merging the schemes was not
in our interest.
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As a result I did a considerable amount of research on pensions and studied material from government
departments such as the DWP, the FSA and OPRA. Included in this material were several readable, and
helpful, DWP booklets describing the role of occupational pensions, how schemes worked and drawing
attention to facts which you should consider. Nowhere in this material was there any mention of the most
important fact of all, namely if your employer became insolvent you could lose most of your pension
entitlement.

The material said that “if you have any doubts you should consult with the scheme provider”. We
arranged a meeting with George Bartlett, company secretary and company nominated trustee. He assured
us our scheme was separate from the company and was fully funded.

Note at the time there had been much concern about mis-selling of pensions, but if you can’t trust the
government then who can you trust?

ASW became insolvent in July 2002. At first I was not concerned because of the reassurances we had
received from the government booklets and the company. I had an entitlement statement of just over
£12,000pa and, because our schemewas 104% funded I expected to receive that as a pension from the scheme
age of 62. Given what the government booklets had said what else would MFRmean? The reality was that
ASW Sheerness members could expect between 30 & 40% of their entitlement. I could not aVord to retire
until the age of 65 at the earliest. The loss of pension has had a massive impact on both my health and my
marriage.

The Financial Assistance Scheme and the Pensions Protection Fund

In 2004 the government introduced the Financial Assistance Scheme (FAS) and the Pensions Protection
Fund (PPF). Even with the recent extensions the diVerences between these two schemes are striking:

— The PPF works from scheme age, the FAS from the state age of 65 regardless of the scheme age
or the type of members’ employment (heavy industry with harsh conditions traditionally has
scheme ages of 60 or 62. We view the 60 age for civil servants with envy and amazement).

— The PPF is capped at £25,000pa, the FAS at £12,000pa. This penalises loyal people with long
service.

— The PPF will provide 90% of pension entitlement, the FAS will only provide 80% for those within
seven years of retirement falling to 50% at 11 years. Beyond 15 years people will get nothing, even
with 25 years service. The actual figures are even lower until the wind-up is complete which can
take years.

— The FAS has many restrictions on eligibility such as the de-minimis and the abrupt cut oV at 15
years from retirement.

— The FAS has no provision for retirement because of ill health.

— The FAS has no provision for commutation.

— TheFAShas no provision for indexing, even for the cap. For someone age 60, the cap is only worth
something like £10,500pa.

— The FAS has no provision for employees of solvent companies. The loophole allowing scheme
closures at 100%MFRwas ended by the 2004 Act but this is little consolation for people who have
lost their pensions.

It seems inequitable that people in the future, (who clearly know where they stand with the PPF and
consequently can make reasoned decisions), have better terms than people who were given misleading and
incomplete information by the government.

MPs have been misled by the way figures are presented. The 80% is not 80%. Inflation will eat away at it
before a member reaches 65 and can draw it, and this erosion will continue. Over 20 years or so the value
of the payments will half.

The cost of meeting the Ombudsman’s recommendation was stated in theHouse as £15 billion. The annex
in the government’s formal response shows the true figure to be atmost £3.7 billion. Even this figure is spread
over 60 years with a peak cost (in today’s money) of £100 million pa which will be even lower when tax and
non payment of benefits are included. This wild exaggeration has (deliberately?) inhibited sensible debate.

The government has said it expects people to take individual responsibility for their retirement. That is
what we have done and the government have almost abandoned us. How can people be confident of putting
aside money for the largest investment of their lives when they cannot trust what the government is saying?
They will look at how we have been treated and draw their own conclusions.

June 2006
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Memorandum by Rt Hon John Hutton MP, Secretary of State for Work and Pensions

Introduction

1. I am grateful to the Committee for the invitation to give evidence on the recent report by the
Parliamentary Ombudsman, “Trusting in the Pensions Promise”.

2. I would first like to express the Government’s sympathy for the individuals who have lost significant
sums of money due to their schemes winding up underfunded. That is why, although the Government does
not accept liability, we have taken positive action by introducing the Financial Assistance Scheme, which
was recently extended to cover those within 15 years of their retirement.

The Government’s Detailed Response to the Ombudsman’s Report

3. The formal response to the Ombudsman’s report was sent to the Ombudsman by my Permanent
Secretary on 15 March. However, the Committee will be aware that on Tuesday, 6 June I laid before
Parliament a detailed explanation of the reasons behind my Department’s rejection of the Ombudsman’s
findings of maladministration and most of her recommendations.

4. I do not propose to repeat in this memorandum the points made in that publication. Instead I would
like to address some of the issues raised by the Ombudsman in her evidence on 2 May.

5. I want to say first of all that in no way do we seek to undermine the authority of the Ombudsman in
rejecting the findings of maladministration in this report, nor does this action indicate any lack of respect
for her position.

6. It is highly unusual, although not unprecedented, for a Government Department to reject a finding of
maladministration in a report from the Ombudsman. However, this must be seen in context. This is the first
time since the establishment of the Ombudsman’s oYce in 1967—39 years ago—that my Department,
including its predecessor Departments, has rejected such a finding. However, this was an exceptional case.
Our response represents a genuine diVerence of opinion between my Department and the Ombudsman: the
sort of legitimate diVerence that this Committee recognised could happen when it considered the then
Ombudsman’s report on the Channel Tunnel Rail Link case in 1995, recognising that the Government is,
quite properly, answerable ultimately to Parliament for its actions.

The Ombudsman’s Recommendations

7. We accept fully that the Ombudsman did not explicitly recommend that the taxpayer should pay for
the full replacement of the lost benefits. She recommended that the Government should consider making
arrangements for these benefits to be replaced. We did carefully consider her recommendations over almost
three months and only then came to the conclusion that, with one exception relating to the winding up of
pension schemes, it was not in the wider public interest to accept her recommendations.

8. We have also considered various proposals that have been put forward as to how the replacement of
lost benefits could be funded. However, the reality is that it would not be viable to secure significant funds
from any source other than the taxpayer. There simply are no arrangements which we could realistically
make which would not involve the taxpayer footing the bill. In her report the Ombudsman appears to have
recognised this possibility, as she said that we should use “whichever means is most appropriate, including
if necessary by payment from public funds.” and she acknowledged that “asking the taxpayer to meet all or
part of the cost of [her recommendations] raises significant public policy questions”.

9. We do not believe that the taxpayer can or should be expected to meet this cost. We are, however,
committing over £2 billion to the Financial Assistance Scheme in the greatly expanded form which I
announced to the House on 22 May. That is, I believe, a real and tangible demonstration of our sympathy
for those who have lost significant sums of money notwithstanding that we do not believe that the
Government is responsible for those losses.

23 June 2006

Supplementary memorandum by Rt Hon John Hutton MP, Secretary of State for Work and Pensions

When I appeared before the Committee to give oral evidence on 28 June 2006, I promised to provide you
with further written evidence on a couple of points. I have also received a further letter from you asking
some additional points.
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Questions Put at the Hearing on Wednesday 28 June 2006

1. Prior to 1988 employers could make joining their scheme a condition of employment. However, this
option was abolished from 1988 and since then an employee can, not only leave the company scheme, but
can also transfer out their accrued rights into a diVerent pension saving product.

2. Prior to April this year, the tax rules prevented a person from contributing to more than one pension
concurrently. If they were a member of an occupational pension scheme they could not also be contributing
to a personal pension, for instance. This, of course, did not prevent them from saving in a non-pension
product, although they would not have access to the pension saving tax advantages (nor, of course, would
their savings be subject to the restrictions on pension savings).

3. From April 2006, the tax rules were simplified and now an individual can contribute to more than one
pension saving product and receive tax advantages, up to a specified maximum.

Further Questions on the Guaranteed Minimum Pension

4. It might help the Committee if the basic structure of the Guaranteed Minimum Pension (GMP) is
explained. For the period April 1978 to April 1997 if an employer wanted his scheme to be contracted-out
(and thus see his and his employees’ National Insurance contributions reduced) he had to ensure that the
rules of his scheme produced a pension that was at least as good as the statutory minimum ı the GMP. Thus
the guarantee was given by the employer to the Government and was based on the structure of his scheme
rules. Many employers had schemes that produced a pension that was more generous than the GMP.

5. The GMP rules were broadly (but not exactly) the same as the State Earnings Related Pension Scheme
(SERPS). In some cases, particularly where a person leaves the scheme early, the GMP can be significantly
higher than SERPS.

6. When a person takes his State Retirement Pension his SERPS is reduced to reflect the fact that he has
not paid full National Insurance contributions. This reduction occurs even where the individual concerned
does not, in fact, receive a private pension—the trigger is the payment of reduced National Insurance
contributions.

The Changes the 1995 Act Made to the GMP Pension System

7. The Pensions Act 1995 abolished GMPs in respect of future accruals from April 1997. Accrued rights
were not aVected by this and the GMP rules still apply to these rights.

What GMP Rights Those Affected by Scheme Wind Up Retain?

8. Whether the members actually get a full, partial or any GMP secured would depend on the level of
funding in the scheme as a whole and the priority order under which the scheme is winding up.

Solvent Employers

9. Prior to March 2002 if a scheme went into wind up with a solvent employer, the trustees could require
the employer to fund the pension scheme up to theMFR level. The trustees and/or the relevant trades unions
could, of course, negotiate for this minimum level to be improved on.

10. From 19 March 2002 the employer debt on solvent employer wind-ups was set at an amount that
brings the scheme’s assets up to a level suYcient tomeet the scheme actuary’s estimate of the costs of buying
indexed annuities for pensioners and cash equivalent transfer values, on theMFRbasis, for people who have
not retired.

11. Subsequently, on 15 March 2004 a “full buy-out” requirement was introduced to ensure that where
a scheme is wound up and its sponsoring employer is solvent, the debt on the employer is calculated on the
basis of buying annuities for all scheme members. Trustees can utilise these Regulations if their scheme
started to wind-up on or after 11th June 2003.

Insolvent Employers

12. For insolvent employers, whether the scheme is paid the full amount owed depends on the value of
the employer’s assets when he becomes insolvent.

13. Where the scheme has insuYcient funds to secure the benefits in full, the priority order comes into
play. The order applicable to schemes that commenced to wind up between April 1997 and 9May 2004 has
GMPs (for non-pensioners) as, eVectively, the fourth category, after Additional Voluntary Contributions,
insurance contracts and pensions in payment (without increases).
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14. From 10 May 2004 the priority order was amended, so that contracted-out rights were no longer
treated diVerently from other accrued rights for non-pensioners. EVectively, non-contracted out rights were
moved up the priority order.

At What Stage Would They Get Their GMP—Is This Affected by Delays in Winding Up?

15. The scheme’s liability with regard to the GMP is not usually handled any diVerently from other
liabilities. The trustees have to identify howmuch they have for eachmember of the scheme and the scheme’s
liability. Generally they deal with pensioners first as they are most easily identified and, because their funds
are annuitised, there are usually no options that the member has to consider. After this they deal with
individual members as the position of each becomes clarified.

Additional Questions

What is the government doing to encourage solvent companies which wound up schemes to accept their
obligations to former scheme members?

16. The Government has made it clear that it expects employers to take their pension obligations
seriously. They made the promise to their employees and should make this promise good, when they can.
The Government sets the minimum amount that employers should pay into schemes that are in wind up.
This does not mean that employers cannot pay more than that minimum.

What legal recourse, if any, do former scheme members have in such circumstances?

17. Where an employer has met their statutory requirements under pensions legislation, a member has a
legal recourse only against the trustees and on the basis that they had failed to discharge their duties under
trust law. For instance, if the trustees had entered into a compromise agreement with the employer and
accepted a lower amount than they could legally demand, the scheme member could challenge this action
through the courts or raise their concerns with the Pensions Regulator.

18. There may be other remedies that trustees could pursue in respect of any deficiency in the scheme.
For example, it might be that the scheme rules specify a higher debt on wind-up than the employer debt
legislation, or the trustees might negotiate with the employer to meet a higher level of debt, even where there
is no legal requirement to do so. These, and other potential remedies, would depend on the specific
circumstances of each individual scheme.

10 July 2006

Memorandum by Nigel Goulding

THE SCANDAL OF DISAPPEARING PENSIONS

I am one of at least 80,000 people who has suVered the loss of all or a significant proportion of their
pension expectation when their employer has gone into liquidation leaving a final salary pension scheme
grossly under funded.

Until November 2003, when the company went into liquidation, I worked for Irish Fertilizer Industries
Limited, Belfast. (IFI traded in Northern Ireland and for some products in GB as Richardsons Fertilisers,
the name under which the company was formed over 100 years ago). For several years during the 1990s the
European fertiliser industry underwent significant change resulting in many factory closures and
amalgamations. IFI, for a long time, had benefited from a source of competitively priced raw material we
knew that the lifetime of this source was limited and that it would then take big price increases for our
products and those of our competitors for us to remain viable. In the months prior to the closure of IFI it
became increasingly obvious that something must happen, because, unfortunately market prices were not
rising in line with our increased raw material costs.

As employees we were concerned about our employment prospects but we thought we were able to sit
back, safe in the knowledge that we would be the beneficiaries of a damn good pension scheme, as befits a
“blue chip company”. Sadly, as we now know, this was not the case—a fully approved and properly
constituted occupational pension scheme was under funded and unable to meet even its minimum
obligations. Not only did we find that our scheme was under funded we found that due to diVerent,
European type pension regulations, our colleagues in ROI would receive their benefits in full, which does
beg the question “why were similar safeguards not required to be built into UK based occupational pension
schemes?”

We subsequently learned that the government, faced with an embarrassing number of enforced closures
of under funded occupational pension schemes, has established the Financial Assistance Scheme but I
understand the benefits will be limited and not available to everyone. We also learn that, in line with the rest
of Europe, there will be a government sponsored Pension Protection Fund, but that the benefits of this fund
only become eVective for closures April 2005 onwards.
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Like many of my own and earlier generations I was encouraged to join my employer’s pension scheme as
soon as I was invited to do so. In those days it was an honour and a privilege to be invited to join the pension
scheme because the benefits were so obvious. Every document I read, whether produced by my employer or
by or on behalf of a government department or agency stressed the benefits of joining an occupational
pension scheme, with only one negative aspect—the obligation tomake amonthly contribution from salary.
I even remember a time when personal pension plans were being actively promoted with support from the
then government, my employer wrote to all pension scheme members reminding us of the benefits of being
in an occupational pension scheme and to seriously consider what we were giving up if we decided to opt
out of our occupational scheme in favour of a private pension scheme.

Following theMaxwell scandal and the public statement that many employers were taking “contribution
holidays” I began to take rather more interest in the management and administration of occupational
pension schemes.

As I understand it, an occupational pension scheme must be approved by and registered with the
Department forWork and Pensions or similar government department. In order to be approved the scheme
must establish suYcient funding, the MFR to be able to guarantee to pay a pension at least equivalent to
the state second pension, but generally expected to be better, to all the members. The members then qualify
for reduced NI contributions.

I feel that I joined the IFI (Richardsons) Pension Scheme with my eyes open, fully expecting the resources
to be available to pay the members benefits “come what may”. In fact, quoting from the introduction to the
Richardsons Fertilisers StaV Retirement Benefits Plan Members’ Summary:

“The level of benefits provided under the Plan reflects the Company’s concern that all staV should
enjoy first class conditions of employment.

The Plan is approved by the InlandRevenue under the terms of the Finance Act 1970 whichmeans
that members enjoy important tax advantages. The Plan also meets the requirements of the
Occupational Pensions Board for the Purpose of contracting out.”

“The Plan is approved . . .”. Does this not suggest that whoever approved the plan took responsibility for
ensuring that the fund was able to meets its commitments and if it did fail to meet its commitments does it
not suggest that whoever approved the plan took responsibility for ensuring that the disadvantaged
members received their expected benefits?

I am approaching 56 years of age, friends are planning their retirements or have already retired. I am
planningways tomake sure I shall be able towork for as long as possible tomaximise income and to generate
a reasonable fund in a money purchase pension scheme, where the best benefits are not seen in anything less
than 10 years.

I suppose I have been lucky, managing to begin a new career after the age of 50 with the chance to save
towards another bit of a pension.

I am concerned that the government has seen fit to not accept and act upon the report of the pensions
Ombudsman who carried out a thorough investigation into the approval, administration and management
of occupational pension schemes, concluding that members joined pension schemes believing them to be
100% secure, based on how the schemes were sold to them.

I firmly suggest that the government should be encouraged to reconsider its position and should introduce
compensation for those 80,000 people who have lost some or all of their pension rights so that they can look
forward to a retirement to some extent free of financial worry and the need to rely on state hand outs because
“they are getting what they have saved for”.

14 June 2006

Memorandum by Joe Blair

I commenced work in 1959 as an Apprentice Draughtsman prior to becoming a Mechanical Engineer
working mainly in manufacturing industries. In August 1974 I took up a position with Irish Fertilizer
Industries (formerly Richardsons Fertilisers Ltd) working there for just over 28 years until I was made
redundant in October 2002 when the company went into voluntary liquidation. The shareholders of the
company were the Irish Government (51%) and Imperial Chemical Industries Ltd (49%). I joined the
company final salary pension scheme (Richardsons Fertilizer StaVRetirement Benefits Plan) inAugust 1974
(at 31 years of age) as a condition of my employment, and my long-term plan for retirement was eVectively
set inmotion. The scheme promised that “the Planmust have adequate resourceswhich satisfy theMinimum
Funding Requirement of the Act, which is designed to make sure that the benefits are protected whatever
happens to the company” and also that “the Plan is designed to provide you with a Guaranteed Pension
related to your earnings—and therefore to your standard of living—close to retirement”.

I like many others were concerned when the Maxwell scandal came to light but were completely assured
by the Pensions Act 1995 that was designed to ensure that it could never happen again. Over the years I have
relied heavily on information issued by government stating that my pension was safe and guaranteed and
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there was never any warning of risk associated with pensions, eg Occupational Pensions—Your Guide
issued by the Pension Service which is part of the DWP. It answer to the question “Why do I need a
pension?” it states, “Everyone needs to plan ahead for retirement”. It also advised “If your employer oVers
access to an occupational scheme, it is worth joining”. Had there been any indication of risk associated with
my pension I would have either taken early retirement or left the company. I reached pension age (62) in
June 2005 and am being paid the sum of £2,596,92 per annum whereas I should be receiving a preserved
basic pension of £15,207.19 (plus a supplementary pension also based on years of service). I suVered a serious
heart attack in April 2004, which required surgery, and I am still being treated for heart failure for which I
take medication on a daily basis. I am certain and medical staV would agree that the worry regarding my
pension have caused this illness.

I complained to the Parliamentary and Health Service Ombudsman’s oYce regarding final salary
pensions and was selected as one of four representative complainants to be interviewed by an oYcer from
theOmbudsman’s oYce. I find the commentsmade about the four representative complainants in theWorks
and Pensions response to the PO’s report really quite disgraceful. It has been suggested by the DWP that
people like me did not understand what they read in print, however having read it they should have
disregarded it and then taken independent financial advice. I trusted this government and what it said about
my pension being safe and guaranteed and I have been badly let down by it. I have lost all faith in pensions
and the government must bear the blame for this. I have three sons and only one has an occupational
pension. How on earth can I be expected to advise my remaining two sons to join any pension scheme? I
can assure your committee that I will do all in my power to pass this message on to all especially young folk.

The initial relief which information about the Financial Assistance Scheme gave has now given way to
totally despondency. The retirement age for my pension was 62 but FAS does not kick in until 65. This is
grossly unfair as I am loosing out on a large proportion of my pension, which has already been paid for,
and yet I am not receiving. In fact it is very unclear if I will be covered by FAS and if so exactly how much
I might receive. However I should point out FAS is not covered for inflation so I will become progressively
poorer as I grow older (my pension had an inflation percentage of up to 5% built in). You should be aware
that in her report the P O has stated that compensation not assistance is what is required and in my opinion
would go a long way to restore the general publics faith in pensions.

How is it that when dealing with the public sector, pension problems can be resolved (ie the attempt to
raise the pension age to 65 was abandoned) and indeed the government sorted out their own pensions
diYculties, however, the government is refusing to find the resources to compensate 85,000 people in a
similar position to myself because as the PM stated it will cost £15 billion.

15 June 2006

Memorandum by Edwin Boraston

I am taking the liberty of writing to you in the hope that you and you Committee will consider some of
my comments, meant with good intentions and a deep hope that something can be done soon to rectify a
dreadfully unjust state of aVairs relating to lost pensions.

I am 61 years old and am now in my 46th year of employment, having paid taxes and national insurance
over this period.

I have also contributed to my final salary pension fund over and above theminimum because the tax rules
would not allow another source of pension.

I was employed by Dexion Ltd of Hemel Hemstead Herts, the storage equipment manufacturer.

When theNorwegian owners decided to close the final salary scheme down, within the law of this country,
I remained in the scheme as I understood that the MFR would ensure that my pension would be met when
I retired at the age of 62 (April 2007).

I was devastated to find that the Norwegian owners could within the law of this country decide to cease
contributions and cause the fund to be wound up, at the same time as putting its UK business into
receivership.

I visited the OPRA web site to check on information available and was reassured that the government
had in place the MFR.

I am now advised by the trustees that there is insuYcient funds to pay deferred members even the
minimum guaranteed pension? This means that if I get a pension it will be less than 10% of the expected
pension I was due at 62 in April 2007.

Following the loss of my pension I have been diagnosed with high blood pressure and I am now on
medication.

I have been led to believe that I may qualify for assistance under the FAS scheme and if I do I will have
to wait until the Dexion scheme is finally wound up or I reach the age of 65.
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When the government introduced the FAS they patently bought oV a great manyMPs who were starting
to stand up for the injustice caused.

However MPs have a very high security pension scheme and I doubt if any MP will be in the position of
myself and many like me.

The government accepts that civil servants can retire on full pensions at the age of 60 or even before in
some cases, this at taxpayers expense.

Yet it is intent on denying people who have faithfully followed the rules and believed what we were told
by successive governments about final salary pension schemes—the opportunity to retire at their scheme
retirement date.

The cost of full compensation for the unfortunate people who have been left without their final salary
pension is not as the prime minister stated in the commons but somewhat lower.

Is it not time that members of parliament and government ministers started to be a little more honest with
the citizens of this country.

The parliamentary ombudsman found against the government in the recent investigation—yet we have
a situation where ministers can choose not to accept the findings—some democratic decision?

The government wants people to be responsible and save for their retirement, I did and have been badly
let down. If the government does not compensate people for the lost pensions in full and at normal scheme
retirement date then how will confidence be restored.

My confidence has been shattered, my wife and family, friends are all shocked by what has happened and
by the attitude of the government. It is going to be diYcult to encourage people to save for retirement if
some demonstration is not made.

My circle of friends and family may not be that wide but when you multiply numbers it starts to add up,
how much of an iceberg is below water? How many people have lost pensions?

May I implore the Committee to consider the good it would do to restore confidence in pensions if the
people who have lost pensions had their pensions restored in full.

June 2006

Memorandum by Dave Baker

GOVERNMENT REFUSAL TO ACCEPT PARLIAMENTARY OMBUDSMAN’S FINDINGS
REGARDING PENSIONS MALADMINISTRATION AND THE RECENT ANNOUNCEMENT

OF EXTRA FUNDING FOR THE FAS

Further to my letter to you on 18 April 2006, regarding the above. I would like to voice my dismay at the
extent of the extra funding to be provided by the Government.

The extension of the already very low level of funding for the FAS, although welcome, is far from
adequate and is completely unjust.

I was a member of my company final salary pension for 35 years (Sifam Ltd, of Torquay, Devon) and
always believed my pension contributions to be safe, guaranteed and protected by law. My case was used
by the Parliamentary Ombudsman to represent solvent company schemes. As my company is solvent I am
not included, even at this stage, in the extra funding for the FAS and at 62 years of age have been left in a
very desperate position. My company was quite legally able to close this pension scheme which was funded
to the MFR level and I always felt assured that this meant my pension was quite safe. Recently the
Government has brought in protection for solvent company schemes so that employers cannot walk away
from their obligations. This implies that the Government has recognised the there was a problem in this
respect and therefore we should be included in any compensation policy.

Surely the Parliamentary Ombudsman’s recent report into pension wind-ups should be honoured
completely by the Government to restore faith and justice for pensions of the future.

I have also lost the SERPS which I would have built up over the years had I not been obliged to “opt out”
under the rules of the scheme. This would have amounted to approx £62.00 per week.

The wind up process of my scheme has already lasted for six years and even when it is complete the most
I will receive is about 15% of the expected pension. I had expected a £20,000 lump sum plus a £12,000
annual pension.

The Ombudsman has said that solvent companies should be compensated exactly the same as insolvent
ones. I have always provided for my retirement throughout my working life and have lost this money
through no fault of my own. I never expected to be in this position with a very bleak retirement to look
forward to.

The Government has been found guilty of maladministration and should fully compensate all those
aVected. Otherwise the younger generation will remain very wary of saving for their retirement.

1 June 2006
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Memorandum by Peter Lapinskas

The Parliamentary Ombudsman (PO) has determined that the Government was guilty of
maladministration in that,amongother things, itdidnotmakeclear in itspensionadvice leaflets that therewas
a risk that people might lose some or all of their pensions. The Government, in its response, has pointed out
that the leaflets were for general guidance only and could not consider every eventuality.

There are three points I would like tomake.

1. TheNature and Size of theRisk

Pension loss in the event ofwind-upwasnot a risk but a virtual certainty. If a pension fund is fully funded to
100%MFR and enters wind-up, it will immediately become under-funded because of the need to secure the
protectedbenefits throughcommercialannuitieswhichareveryexpensive.Theresultantshortfall in fundswill
be borne entirely by those with pre-1997 contributions (unless the deficit is greater than their total benefits).
This is because of the priority order established by the 1995 PensionsAct. In otherwords, it was built into the
legislation that people with pre-1997 contributions would almost certainly lose pension rights in the event of
their schemewinding-up, for whatever reason, even if it was fully-funded.

Aswell as this “risk” being a structural part of the legislation, the eVect was not restricted to a small subset
of people. TheGovernment itself estimates that there are 125,000 peoplewhomeet thePO’s eligibility criteria
and have suVered from a loss of pension.

This loss of pension rights was therefore a key part of the pension system, by design, and the Government
knew that it could severely aVect large numbers of people. They therefore should have given this issue equal
prominence in their literature as compared to the benefits theywere promoting.

2. Duty ofCare

The Maxwell pension scandal had a major impact on public perception of the reliability of their pension
provision.ThePensionsAct of 1995wasdrawnup inorder to reassure them that their pension fundswouldbe
independent from the fate of their employer. This message was widely disseminated through the media, and
thepopulation at largewas reassured that theweaknesses hadbeen addressed.Ministerswould howeverhave
been aware of the potential forwidespread loss of unprotected benefits described above, andwould also have
known that the media were promoting an over-optimistic view of the safety of pension schemes, yet they did
nothing to counter thismisconception. I believe that theGovernment had awider duty of care than is covered
by thePO’s judgement—they shouldhave ensured, throughpublic statements at the very least, that thepublic
at largewere awareof the losses theywould suVer if their scheme shouldwindup.The fact that theydid notdo
this is like someone discovering a fire in a crowded theatre and failing to sound the alarm—they bear a
responsibility for the ensuing carnage, even though theymay claim that they did not start the fire.

3. PersonalLoss

Iwas employedbyabiotechnologycompany (ScotiaHoldings). Iwasoneof the earliest employeesandhad
accrued 20years of pension contributions by the time Iwasmade redundant in 1999.Over that time Ihad also
acquired shares andoptions in the company. I knew that therewere risks, aswith any new, research-intensive
company which is trying to break into the mainstream. However, because I believed in the company and its
products, I held on to the large majority of my shares right up to its entry into administration in 2001, when
they became valueless. I would not have taken this high-risk investment strategy if I had realised that my
pensionwould inevitably also be destroyed if the companywent down. Iwould have soldmy company shares
in order to obtain amore diversified portfolio of investments.

I canquantify the lossas follows. Itbecameclear tome that thecompanywas in trouble inMarch1997when
the regulatoryauthorities refused to issue apharmaceutical licence for its leadingdrugcandidate.At that time
my wife and I held shares and options in Scotia Holdings with a net value of £350,000. On sale, I would have
been liable to capital gains tax of around £140,000 leaving a net amount of £210,000. If I had invested the
money in anFTSE100 tracker fund itwould nowbeworth £272,000. Future growth cannot be predicted, but,
since 1984 (the earliest available figure), the index has grown at 7.4% compound per year. Assuming that this
rate is continued in the future, it would have given me a figure of £517,000 at normal scheme retirement age.
The loss of this sum is directly attributable to theGovernment’s failure to alertme to the fact that Iwould lose
pension rights if my company became insolvent.

I have also lost over 85%ofmy company pension entitlement. I appear to be “eligible to be considered” for
assistanceunder thecriteriaof the recentlyannouncedFASextension.However this (if confirmed)wouldonly
providemewith 25%of the “core” benefits Iwould have received at age 65 (including the residual value ofmy
pension); there isnoprovision forawidow’spensionandIwould lose threeyearsofpensionpaymentsbecause
of the later retirement age. The payments will then decline in value in real terms thereafter because the FAS
scheme is not index-linked;. I have therefore lost over 75% of my expected pension, in addition to the
investment loss described above.

15 June 2006
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Memorandum by Ronnie Sloan

Independent consulting actuary, Ronnie Sloan, who has been advising Ros Altmann and the Pensions
Action Group, comments on: The DWP’s Response to the Report by the Parliamentary Ombudsman:
“Trusting in the Pensions Promise” (sic).

Having studied last week’s DWP response in detail, my main observations are:

(1) When rejecting the findings of the Parliamentary Ombudsman published on 15 March, the
Government stated that the £15 billion cost of the full compensation recommended by the Ombudsman was
unaVordable by the taxpayer. Despite this, many informed commentators, including Ros Altmann on
behalf of the Pensions Action Group, immediately said that the cost could not realistically be more than
about £5 billion, and challenged the Government to justify its figures.

(2) Now the Government says that the Net Present Value of full compensation is only about £3.3 billion,
which is just over 20%, or one-fifth, of the originally stated cost. Regardless of lame excuses such as that
the £15 billion cost was “in cash terms”, ie in inflated future money terms, the fact is that the Government
deliberately exaggerated what it must have known to be the true cost of only £3.3 billion in order to frighten
the public into acquiescing with its stance of rejecting the Ombudsman’s recommended remedy of full
compensation.

(3) Given that the Government admits to having known the Ombudsman’s findings sinceDecember, and
that it had full access to the resources of the Government Actuary’s Dept, there can surely be no excuse for
the Government having perpetrated such a blatant attempt to mislead the public—and moreover
Parliament. So much for “Trusting in the Pensions Promise”, which was of course the very subject of the
complaint on which the Parliamentary Ombudsman ruled on 15 March.

To back up these assertions, I set out below some more specific examples, taken from the DWP’s Annex,
of the general vagueness of the DWP response:

(4) In paras 6 & 7 it is stated that a small number of schemes thought to be reasonably representative of
the total number were taken as a sample. The specific data of the 1,300 members thereof was then used to
calculate the pension benefits for each individual in the sample, which would then be scaled up to replicate
the total position. However, this is then promptly contradicted in para 10 where it is stated that the average
pension “is assumed to be around £3,300 per year.”

(5) Because the sample must result in some potential variation from the full actual data, the DWP has
quite reasonably undertaken a sensitivity analysis, which was modelled on four alternative pension ages,
three alternative deferred pension revaluation rates, and three alternative survivors’ benefit levels. But how
this resulted in the stated “thirteen scenarios”, rather than 36 (viz 4x3x3), remains a complete mystery!

(6) This confusing gobbledegook, of which these are but two examples, is perhaps best exemplified by the
enlightening statement in para 9 that: “This process leads to a complex but robust model, based on actual
data, rather than a number of generalisations and broad assumptions. It does, however, mean that any
simplifications of the model may bemisleading, if the sophistication of themodel is not taken into account.”
Crystal clear—or what?

(7) Despite the stated “robustness” of themodel, in para 23 theGovernment excuses itself from bothering
to reduce the disclosed cost of compensation by the increased tax revenue and saving in means-tested
benefits, on the grounds that “it is diYcult to estimate precisely …what the cost would be after taking these
adjustments into account.” But surely not as diYcult as it is for these severely disadvantaged pensioners to
survive on a fraction of their expected—and promised—pensions!

As regards the mathematical diVerence between the original £15 billion cost “in cash terms” and
the subsequent admission that the Net Present Value (ie cost today) is only £3.3 billion, I would
explain as follows:

(8) The nominal sum of the emerging future pension amounts, allowing for inflation, will evidently diVer
considerably from the discounted present value (ie cost today), with the period of discount, based on age,
clearly being one of the most significant factors. By way of a few examples, for pensions payable from age
65, the multiples that the nominal sum (in cash terms) bears to the Net Present Value (NPV) are:

Member currently aged 35: cost in cash terms is nine times NPV (true cost today)

At age 45 it is five times, at age 55 it is three times, and at age 65 it is 1.7 times NPV.

So, it is little wonder that the overall diVerential is some 4.5 times NPV (15 billion by 3.3 billion).

(9) The methodology for discounting future pension amounts, allowing for inflation, has since 1984 been
set out in Actuarial Tables published by the Government Actuary’s Dept for use by lawyers in calculating
compensation in court cases. As these tables are now in no less than their Fifth edition, last updated in
November 2004, there can be little excuse for the Government’s apparent lack of understanding of such
basic financial matters.

15 June 2006
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Memorandum by Morris Weir

After graduating from Nottingham University in June 1973 I joined the NI Civil Service (age 21) in July
1973 and despite secure employment etc I resigned in Feb 1977 to take up a career in the private sector with
Irish Fertilizer Industries (IFI) Ltd (formerly Richardsons Fertilisers). I worked for IFI for over 26 years
from February 1977 and was made redundant in November 2002, when our two shareholders (ICI and the
Irish Government) wound the company up through liquidation. I joined the company’s final salary pension
scheme and was reassured through all the literature I researched (from the company and Government) that
my pension was safe.

Inmy final 10 years with IFI Imanaged the company’s BusinessAnalysis function. In this role I had access
to all of the company’s business and financial information and, due to the ending of the company’s long
running natural gas contract in 2000, I appreciated that the company was struggling to survive. Indeed I
worked closely with our two finalManaging Directors, Brendan Cummins and his successorWillie O’Brien,
on the strategic review of our business. My 2001–02 review concluded that the business was not sustainable.
I appreciated that the business was vulnerable but took great comfort from the fact that I had built up 26
years of pension that would provide a pension in access of £20,000 per annum on my retirement. I did some
checking and was reassured that, because our pension scheme was properly funded (to MFR) my pension
was rock solid.

I understood that theGovernment took action following theMaxwell scandal, mainly in the formofmore
informed pension trustees and the introduction of the MFR. I, along with my colleagues, including our
Pension Trustees representatives, were totally shocked to learn that our pensions would give us a mere
20–25% of our entitlement. Had I known of this risk I might well have remained in the Civil Service. The
Government literature I had read (1997 Guide to Pension Scheme Trustees and Guide to MFR) reassured
me about my final salary pension. The literature promoted final pay pension schemes and encouraged
workers to join them to secure their future.

It is only when you move into the 50! age group that you appreciate the importance of having financial
security in the form of a secure pension—for 26 years I thought I was doing the right thing—I am now 54
and thankfully was able to be reinstated into the NI Civil Service. I will be able to build up circa 10 years
pension entitlements but this will still leave me some £15,000 short of what I was entitled to.

I now am told that the FAS, rather thanmeetingmy £20,000 expected pension when I will be 62, will more
likely give me circa 50% of a £12,000 max and not until I reach 65. I will have lost £14,000 per year and will
have to wait three years longer than expected.

My son has just started his career in the nuclear waste industry. He does not have a final salary scheme
and how can I be expected to encourage him to invest in a pension. I was let down by Government and I
would hate my son to be let down in the same way. I believe that I, and those in a similar position, should
be compensated both to restore my rightful entitlement and to restore confidence in saving for future
retirement.

Fortunately Government had protected Civil Service pension (at least I can make some recovery).
Government also did a U turn with public sector worker pension and indeed looked after themselves.
Government is also supporting Post OYce worker pensions so I urge you to do the honourable thing and
restore my pension entitlement.

12 June 2006

Letter from the Parliamentary and Health Service Ombudsman to the Clerk of the Committee

The Financial Assistance Scheme

You asked me to provide my “general reaction” to recent changes to the Financial Assistance Scheme
(FAS) and also for my “assessment of how far they are likely to improve the position of those who are
covered by the recommendations” in my report.

In addition, you asked for my “assessment of the proportion of those covered” by my recommendations
who will get no assistance from the FAS because they are members of solvent employer schemes or because
they were more than 15 years from their scheme retirement age on 14 May 2004.

I am sure that you will understand that it is not my role to comment on the desirability of policy
developments such as the extension to the FAS, beyond assessing whether such developments constitute an
appropriate remedy for the injustice that I have determined was sustained by individuals in consequence of
maladministration.

My report set out—in paragraphs 5.174 and 5.175—my view that the FAS does not constitute a full
remedy for the injustice suVered by those who have lost their pensions on scheme wind-up—and also the
reasons for that view.

That continues to be my position.
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While the recent changes to the FAS do indeed extend the number of people eligible for the limited
“assistance” to be provided by the scheme, those who are members of a scheme where the sponsoring
employer is not insolvent are still wholly excluded from eligibility for “assistance”.

Furthermore, even with this extension tomoremembers of insolvent employer schemes—albeit that these
additional individuals will receive “assistance” to make up a lesser proportion of the “core” pension lost
than is to be received by those within three years of retirement age—the other factors set out in paragraph
5.174 of my report still are present in the extended scheme.

Turning to your other requests for information about the FAS, those are not matters on which I am able
to assist the Committee. As I understand the position, only those responsible for the administration of each
scheme know the exact numbers of members they have and in which category they fall.

That said, those administering the FAS appear to have some information about the schemes which might
be eligible for “assistance” from the scheme.

In addition, while the Government’s recent published response to my report noted that it was diYcult to
estimate the exact numbers of aVected members in schemes which are not eligible for the FAS, only
Government has the resources to undertake the analysis that would be needed to develop a clearer
understanding of the position.

I can only suggest therefore that your other questions about the FAS might be more properly directed at
those giving evidence to the Committee on behalf of the Department for Work and Pensions (DWP).

Rationale for Recommendations

You asked me two questions in relation to the rationale for my recommendations.

The scope of my recommendations

First, in relation to who they should cover, you asked me to confirm whether the rationale was as stated
in an answer to Q36 in the evidence I gave to the Committee on 2 May 2006.

The reasons for my recommendations were set out at some length in chapter 6 of my report. These were
further elucidated in chapter 7 of my report, in the light of specific representations on these matters made
by DWP in response to my draft report.

In relation to the specific reference in evidence before the Committee to the burden of proof in cases such
as this, my position remains as it was set out in paragraphs 7.99 to 7.114 of my report.

Scheme funding levels

Secondly, you asked me to respond to the Government’s contention that my recommendations should
not apply where schemes were not funded up to theMinimumFunding Requirement (MFR) level at scheme
wind-up.

Before dealing with this point, I should reiterate that it is not for me to comment on the merits of
legislation. As I said in paragraph 5.222 of my report, it is for Parliament and Government to reflect on the
role played by any inadequate legal framework and other such systemic factors in the circumstances of this
case or indeed of others.

That said, my report makes clear that the legal framework played a central role in the relevant events—
especially those lawswhich prescribed the rules surrounding scheme funding, such as in relation to theMFR.

I discuss the role of various factors in the situation which led to financial loss in paragraphs 5.198 to 5.244
of my report. The role of the legal framework, which had been devised by Government and enacted by
Parliament, was one of these factors and is discussed in detail in paragraphs 5.209 to 5.211 of my report.

In relation to the specific situation you describe, it should first be remembered that schemes that were not
funded to the MFR level on wind-up were not necessarily in breach of the relevant law, as the legal
framework allowed schemes to be funded below this level and provided only for funding shortfalls to be
made up over time.

On wind-up, however, the law required the sponsoring employer of schemes to bring the scheme funding
level up to at least the MFR level.

Where an employer was still solvent, this had to be done before the employer could be discharged of its
responsibilities to the scheme—and so such schemes were brought up to the MFR level before the assets of
a scheme were distributed. No loss to members of such schemes can be caused by such a funding position
in those cases.

It is only in relation to those schemes where wind-up occurred due to the insolvency of the sponsoring
employer that there might be any funding shortfall below theMFR level when the assets of the scheme were
distributed.
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In such cases, the legal framework again played a central role, by prescribing how the assets of insolvent
companies should be allocated and by giving pension schemes amuch lower priority than bothGovernment
bodies and banks and other financial institutions when those assets were distributed.

Thus, the legal framework enabled such a position to exist. It seems to me that the fundamental premise
behind the Government’s contention is flawed—scheme members were entitled to believe from oYcial
information that the law required the funding of their scheme to be brought up to the MFR level on wind-
up. Indeed, such a belief would have been accurate.

However, scheme members were still misled as to the real position, as oYcial information had given false
assurances that their pensions did not depend on the security of the employer and also that being funded to
the MFR level meant that their pensions were fully secure.

Actuarial Advice

You asked me to confirm whether I have supplied DWP with a copy of my actuarial advice.

I can confirm that I have not done so; nor has any request been made by them for sight of this advice since
the publication of my report.

As I explained to DWP at the time this request was made—when they first responded to my draft report
prior to publication—I did not understand why the advice, which I commissioned to helpme to gain a better
understanding of the background context to the complaints I had investigated, would assist them to respond
to my draft findings.

As I told the Committee on 2May 2006, I believed that this request was a distraction from the issues under
consideration, as sight of such background advice could not help DWP respond to findings about the
content of oYcial leaflets and other statements.

Nor could it assist them to respond to my finding that there was insuYcient evidence in their records to
explain why DWP had taken an inconsistent approach to the four recommendations by the actuarial
profession concerning the strength of the MFR.

Nor does it relate tomy finding that there was nomaladministration in the general actions of theNational
Insurance Contributions OYce when assisting in the wind-up of pension schemes.

It remains far from clear to me what purpose would be achieved by disclosure of professional advice that
does not relate to any of the findings I made inmy report andwhich had no bearing on the recommendations
I asked the Government to consider.

That said, I would be happy to consider a request from DWP for disclosure of the advice, if they were to
make one now.

I hope that the above is helpful to you and to the Committee.

26 June 2006

Letter from the Department for Work and Pensions to the Clerk of the Committee

Further Questions from the Public Administration Select Committee

(a) whether, before the 1995 Pensions Act came into force, Guaranteed Minimum Pension benefits could be
lost, and

(b) whether, before 1997, trustees of a defined benefit scheme wound up without the funds to pay benefits could
always arrange to have scheme members bought back into SERPS.

My reading of your memorandum suggests the answer to the first part is yes and to the second is no, but I would
appreciate a definitive reply.

The answer to the first question is “yes” as the amount each member gets is subject to the level of funding
in the scheme at wind-up. Prior to the 1995 Pensions Act a scheme allocated its remaining funds according
to its own priority order. However, section 23 of the Pension Schemes Act 1993 required a contracted-out
defined benefit scheme to give priority to GMP liabilities (to pensioners and non-pensioners) and pensions
in payment over other liabilities. If the scheme was very badly underfunded on wind-up, it may not have
had suYcient funds to cover even pensions in payment, let alone the full GMP liabilities.

As far as the second question is concerned, where a contracted-out scheme ceases to contract out (for
whatever reason, including scheme wind-up) HMRC ask the trustees how they intend to secure the
contracted-out rights. There are specific rules regarding how this can be done.
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Prior to the 1995 Pensions Act, where a scheme’s trustees did not make any arrangements to secure the
contracted-out liabilities, the individuals were fully reinstated into the state system for the period covered
by that scheme. Trustees that wanted theirmembers reinstated simply did notmake any other arrangements,
thus triggering the default option. (It should be noted that the state system will not necessarily pay the same
amount as the GMP entitlement.)

HMRC then calculated the cost and billed the scheme for this amount. If the scheme trustees showed they
had insuYcient funds to pay the full cost, HMRC accepted whatever amount the scheme held. The balance
was considered to be an unpaid debt. If, following reinstatement, the scheme trustees found they had more
money than originally declared, they would be required to pay the balance of the cost of reinstatement.

17 July 2006
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