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PRESTON PART-TIMERS – CALCULATION OF INTEREST DUE ON EMPLOYEE NATIONAL INSURANCE REFUNDS
Further to OCOP(2003)2 circulated on 9 May 2003, this paper provides guidance for schemes on how to apply for the employer and employee National Insurance refunds that are due for periods of Preston service instated into contracted-out pension schemes; the basis for employers to compensate part-timers for the lack of interest due on employee National Insurance refunds; and  the unravelling of SERPS entitlements and personal pension plans where applicable.  

To place part-timers in the position they would have been had they not been excluded from the pension scheme, employers will need to pay interest on the employee refund which should be made from the refunded employer rebate and interest payment they receive from NICO.  Some schemes have indicated that they intend to initiate claims on behalf of employers. The employee interest due can be calculated on the attached spreadsheet devised by the Government Actuary’s Department using the annual breakdown of employee refund supplied by NICO together with the month of calculation.

On grounds of fairness to the part-timers and administrative ease it has been decided to apply the same interest factors used in the settlement model to calculate employees’ backdated contributions.   Monthly updates of the interest factors will be provided by GAD and published in both models on the Public Service Pensions page of the Treasury website (http://www.hm-treasury.gov.uk/documents/taxation_work_and_welfare/public_service_pensions/tax_pensions_preston.cfm).

Action for Schemes
Schemes with successful Preston part-timer claimants should incorporate as necessary this guidance together with that provided in OCOP(2003)2 into any scheme advice they provide to employers and claimants.

Enquiries

If you have any queries about this OCOP paper, or are unable to access the Treasury website, please contact me at elizabeth.roberts@hm-treasury.gsi.gov.uk or on tel 0207 270 4997.

ELIZABETH ROBERTS
HM Treasury

1 Horse Guards Road

London SW1A 2HQ

Preston – Guidance on the unwinding of NICs/SERPS/Personal Pension arrangements

Schemes should also refer to the guidance issued last August by DWP to Preston claimants - ‘Backdating membership of an occupational pension scheme: What this might mean for you’.

National Insurance contributions (NICs)

NICs refunds will be given to both employers and employees in respect of periods of Preston service, which are instated into contracted-out schemes.  National Insurance legislation only provides for payment of interest on employer refunds from 1993 onwards.  Despite pressure by PSP, HM Treasury, to extend interest to employee refunds, IR have confirmed that they will not pay interest on employee refunds, even on an extra-statutory basis.

Public service position

The presumption is that when an individual is reinstated into the public service scheme and becomes contracted out of SERPS, NICO 
will pay to the employer a rebate of employer contributions (A) and interest on those employer contributions (B).  NICO will pay a rebate of employee contributions (C) direct to the employee (NICO can only pay the employee refund direct to the employer if they receive written permission from the employee) - but no interest on those employee contributions.

To compensate for lack of interest on the employee refund, an interest figure (D) is to be calculated and paid by the employer (from refunded A + B) using the annual breakdown of refund (C) supplied by NICO to the employee.  This information should be inserted into the spreadsheet (attached) together with the month of calculation to calculate the interest (D) due to the employee. (Monthly updates of the interest factors will be provided by GAD and circulated by HM Treasury).
Once the employer has paid interest (D) to the employee from (A + B), the employer will pay to the pension scheme the residual (A + B – D).  The scheme in effect will bear the cost of the interest which NICO is not prepared to pay but responsibility for calculating interest on employee rebates remains with the employer (unless schemes make other arrangements) who will need to make the necessary arrangements with part-timers to gain the information to do the interest calculation.

Procedures for making claims
Employers will normally claim refunds on behalf of employees and employer, as under IR regulations refunds are only properly due to employer and employee.  Some schemes, such as those managed by SPPA and NHS, have indicated that they intend to initiate claims on behalf of employers.  In this instance, they will need to liaise with NICO about what is required. 

The following steps are required to process claims:

i. Employer to complete a schedule of part-timers’ claims including the following information where possible:  full name; National Insurance number (or date of birth if NI number not known); latest address; start of employment date or date of instatement to pension scheme if later; and date of end of employment, if applicable.  (NICO would find it helpful if schedules could be compiled on Excel spreadsheets and emailed to Refunds Group (contact to be supplied) although a paper copy will also be required.  If there is sufficient interest among schemes, NICO may consider devising a pro forma for use by schemes so Preston cases can be readily identified.)  The Employer should also provide their PAYE reference and their Employer Contracted Out Number (ECON)

ii. Employer to ask each part-time employee to complete a Form 64-8 – Third Party Disclosure Form (available from local tax offices) and send it with the schedule.  This will enable NICO to advise employers of the annual breakdown of employee refund (C) information which employers will require to calculate the interest due (D).

iii. Once in receipt of (i) and (ii) NICO can calculate the refund (A) and interest (B) due to the employer and arrange for Payment to be made.

iv. NICO write to employee with claim form to check the details needed for making employee refund (C
).

v. Once NICO has made employee refund (C), they can supply employers with annual breakdown, (providing a Form 64-8 has been signed and returned)

vi. Employers complete spreadsheet to calculate interest due to employees (D) and arrange for this to be paid over.

vii. Employers pass residual (A+B-D) to scheme.

John Robson, NICO
, (tel 0191 22 57429) is the point of contact if schemes want to discuss either individually or collectively how to streamline these procedures eg through use of a pro forma or electronic collection of required data.

2.  SERPS unravelling
DWP have advised that this process will be kick-started when employers advise NICO they are admitting part-timers into the contracted-out scheme and are seeking national insurance refunds.  Employers should already know the procedures for making such claims.

For part-timers still in employment this will involve NICO calculating the appropriate contracted-out deduction to make to the additional pension, so they don't get a SERPS entitlement for the period of reinstatement.

For SERPS pensioners, NICO will adjust their records on NIRS2 to calculate the entitlement to SERPS and then forward the details to the DWP Pensions Computer System.  This will recalculate the pension award, change the pension in payment and calculate the overpayment.  Any overpayment of SERPS will not be recoverable from the member although it will be set-off against any National Insurance refund that may be due. 

3.  Personal pensions
IR (SPSS) have advised that there is no need to unscramble personal pensions, as they will have been validly contracted.  For part-timers who opt for reinstatement into an occupational pension scheme, whether they can continue paying into a personal pension will depend on whether they qualify under the concurrency criteria for the same employment (ie earn less than £30k) or whether they have another source of earnings in respect of which personal pension payments can be made.  Where payments can no longer be made, these personal pensions would be treated as paid up and frozen until the pension comes into payment under the normal rules for personal pensions.

While IR think it unlikely that part-timers with personal pensions and Preston instated service would breach the maximum retained benefits limit, they would draw schemes' attention to paragraph 16 of PSO Update 21 (issued in respect of misselling of personal pensions) regarding the treatment of personal pension retained benefits.     

NICO have advised that someone with an Appropriate Personal Pension (APP) pays ‘A’ rate contracted in NI contributions. If a part-timer is retrospectively reinstated in an occupational pension scheme their NI record will be unwound and changed to ‘D’ rate contracted-out contributions and refunds for the difference will be made to the employer and employee.  IR will automatically claw back the minimum contribution made to the APP from the personal pension provider on the same basis as contributions were made ie no interest charged.

If NI contributions or earnings information are adjusted after minimum contributions (MCs) paid to a Personal Pension have been used to provide an annuity, the minimum contribution can be recovered from the member. Adjustments that create a relatively small amount for recovery are generally waived as not cost effective to pursue.

In the case of Preston part-timers the adjustment of contributions from ‘A’ to ‘D’ may cover a number of tax years therefore the sum to be recovered could be quite substantial.  In these circumstances NICO have confirmed that they would pursue the recovery of the overpayment of the MCs from the member’s national insurance refund. 
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