Frequently asked questions about the Pension Protection Fund

Members have asked a number of questions about what compensation they will receive if the T&N Scheme enters the Pension Protection Fund (the PPF). You should bear in mind that, although both the Independent Trustee and the PPF itself are working on the basis that the T&N Scheme will qualify for the PPF, the conditions for entry are complex and technical and are not all within the control of the Independent Trustee. We have set out below the answers to some of the most frequently asked questions explaining what compensation members will be entitled to if the T&N Scheme enters the PPF. The rules governing PPF compensation are still in the process of being finalised and therefore the information below is given is provisional. Further information on the PPF can be found at www.pensionprotectionfund.org.uk. This information has been provided in order to help answer members' queries. It is expressed in general terms and does not take account of individual circumstances; accordingly you should not take any decision in reliance on this information and the Independent Trustee accepts no liability in respect of this information. If you are considering taking any decision in relation to your pension, you should obtain independent financial advice before doing so. 

Questions:

1. 
In general, will T&N Scheme rules be carried over to the PPF, or will the PPF have its own rules and benefit structure which totally ignore anything which has gone before?

If the T&N Scheme is eligible for the PPF, the PPF will assume responsibility for the T&N Scheme and will offer compensation at PPF levels instead of your existing scheme benefits. Generally, the amount of compensation payable by the PPF will be based on the member's entitlement under the T&N Scheme rules (for instance, the member's normal pension age and pension accrual rate). However, PPF compensation will be subject to limits imposed by the PPF (the compensation cap and the 90% limit for those under normal pension age on the date the PPF becomes formally involved with the T&N Scheme). In addition, the PPF will not pay pension increases only on active membership after 5 April 1997 (with a maximum of 2.5% each year).

2. 
Does the PPF recognise 60 or 65 as the normal pension age for members of the T&N Scheme? 

The normal pension age for the purposes of the PPF is the age specified in the scheme rules as the earliest age at which the member's pension or other benefit becomes payable without actuarial adjustment (excluding special provisions relating to early retirement on ill-health grounds or otherwise). The position for members of the T&N Scheme is slightly complicated because, as a result of changes introduced in December 2002, there are at least two normal pension ages as follows: (a) a member who became a pensioner or deferred pensioner before 1 December 2002, has a normal pension age for the purposes of the PPF of age 60 (or age 62 if the member is an executive member). (Note that special provisions may apply to some members giving them a different normal pension age for part of their membership); and (b) a member who was still an active member on 1 December 2002, has a normal pension age of age 60 (or age 62 if the member is an executive member) in relation to pensionable employment built up before 1 December 2002 and age 65 in relation to pensionable employment built up since 1 December 2002. Where a member has different normal pension ages in relation to different parts of their pension, the PPF will treat the different parts as separate pensions. (Note that special provisions may apply to some members giving them a different normal pension age for part of their membership).

3. 
Once in the PPF, can I still retire at age 50, albeit with an actuarial reduction?

The PPF will pay reduced compensation to members from age 50 if the member gives six months' prior written notice to the PPF and has reached age 50 on the date the compensation begins to be paid. The PPF will reduce the annual compensation payment to reflect the fact that it is being paid early. The amount of the reduction is determined by the PPF. The PPF will periodically publish the factors that it will use to calculate the compensation payment but it is important to note that these factors may change at any time without notice. From 2010, the earliest date at which compensation can be taken will be increased to age 55 in line with tax changes. Pension credit members (i.e. members who have rights in the scheme as a result of pension sharing on divorce) are not eligible for early payment of compensation.

4. 
If I retire before normal pension age (whatever that is under the PPF definition) I understand that my pension will be actuarially reduced. Since I assume I would fall into the 90% category is the actuarial reduction applied to 90% of my accrued pension? Is the actuarial reduction based on rules established by T&N, or rules established by the PPF’s own actuaries? 

If you retire early under the PPF, your PPF compensation will be actuarially reduced to reflect the fact that it is being paid early. The amount of the reduction will be calculated by the PPF. The early retirement factors set by the PPF apply to the compensation after the 90% reduction has been applied but before the compensation cap is applied.

5. 
Is there any provision for early ill-health retirement under the PPF?

No. There is no provision for early payment of PPF compensation on the grounds of ill-health. However, the PPF can pay compensation to members from age 50 (as explained in the answer to question 3 above) but the compensation will be reduced by the PPF to reflect the fact that it is being paid early.

6. 
Under the PPF rules, can I still elect to take a tax-free lump sum and a reduced pension on retirement? If so, will it be calculated as under T&N Scheme rules?

Under the PPF, you will be allowed to exchange up to 25% of your PPF compensation for a lump sum provided you have not already exercised an option to exchange pension for a lump sum. The amount of pension which you may exchange for a lump sum is calculated after the compensation cap and the 90% compensation level (if applicable) have been applied. The PPF will set the rates at which pension can be exchanged for a lump sum. In order to exchange pension, a member must give written notice to the PPF within six months of the later of (i) the date your entitlement to PPF compensation arises and (ii) the date on which the PPF accepts responsibility for the T&N Scheme.

7. 
Will the compensation cap (which is currently £25,000 at age 65) be increased in future years?

The compensation cap will be increased by the Government each year in line with any increase in the general level of earnings. Any increase will take effect on 1 April following the end of the tax year to which the review relates.

8. 
As a deferred member still working for Federal-Mogul, but over 60, I believe I will only get 90% of my pension if I retire under the PPF. However, if I retire now I should get 100% of my pension while the T&N Scheme is still operating. So, if the T&N Scheme subsequently goes into the PPF, will I continue to receive a 100% pension? Would I be allowed to take my T&N pension immediately and continue working for Federal-Mogul, thereby qualifying for the 100%?

Under the PPF, whether you are entitled to compensation at the 90% level or 100% level is determined by your normal pension age at the date on which the PPF becomes formally involved in the T&N Scheme. If you are in receipt of benefits from the T&N Scheme immediately before that day but are under normal pension age, your compensation will still be limited to 90% (and will also be subject to the compensation cap) even though your pension has started to be paid.

9. 
As a deferred member under 60 I understand that I should qualify for 90% of my pension on retirement. However, is my pensionable salary (on which the 90% is based) going to be linked to inflation between now and when I retire?

As a deferred member under the T&N Scheme's normal pension age, you will be entitled to compensation of 90% of your pension entitlement at your normal pension date subject to the compensation cap which is currently £25,000 for members aged 65 on the day the PPF becomes formally involved in the T&N Scheme (the compensation cap is reduced for younger members). Until the PPF becomes formally involved with the T&N Scheme, your deferred pension entitlement under the T&N Scheme will be revalued in accordance with the T&N Scheme rules. These state that your deferred pension entitlement will be increased each year by the percentage change in the Retail Prices Index (RPI) subject to a maximum of 5%. Once the T&N Scheme goes into the PPF your pension entitlement will be revalued in accordance with the rules of the PPF which currently provide for your deferred pension entitlement to be increased each year (up to the date on which you reach your normal pension age) by the percentage change in the RPI subject to a maximum of 5% compound each year.

10. 
I retired early from Federal-Mogul and I receive a T&N pension. Since I am still below age 60 will my pension be reduced to the 90% level if the T&N Scheme is taken over by the PPF? Will it be actuarially reduced even further?

If, on the date the PPF becomes formally involved in the T&N Scheme you are still below normal pension age, the compensation you receive would be limited to 90% of your T&N pension. In addition, you will be subject to the compensation cap which is currently £25,000 for members aged 65 on the date PPF becomes formally involved in the T&N Scheme. The compensation cap is reduced for younger members which means that the compensation cap can be much lower for those who have taken early retirement. For instance, the compensation cap for someone who has taken early retirement and is aged 50 on the date the PPF becomes formally involved in the T&N Scheme would be approximately £18,000 per year. The PPF does have the power to reduce compensation payments further. This might happen if the PPF itself got into financial difficulties. Members who retired early on the grounds of ill-health are treated differently. These members will not normally be subject to the 90% compensation limit or the compensation cap. The PPF does however have the power to review ill-health pensions awarded within three years of the date that the PPF becomes formally involved in the T&N Scheme.

11. 
Will I continue to receive pension increases under the PPF?

PPF compensation which is attributable to active membership after 5 April 1997 will be increased in payment by 2.5% each year or by RPI if lower. There will be no increases payable on benefits attributable to active membership before 6 April 1997.

12. 
As a pensioner already past normal pension age of 65 can I expect to receive the full 100% of my current pension when in the PPF? Also, in future years what increases could I expect?

If you are over the normal pension age at the PPF assessment date, you will receive compensation at the 100% level. Once compensation has started to be paid, it will be increased by the PPF each year but the increases are limited. In particular, compensation attributable to active membership after 5 April 1997 will be increased by 2.5% each year or RPI if this is lower. There will be no increases payable on compensation attributable to active membership before 6 April 1997.

13. 
As a deferred member, once the T&N Scheme goes into the PPF, is it possible to take a transfer value from the PPF to another pension arrangement?

Once the PPF becomes formally involved with the T&N Scheme, the Trustee may only pay a transfer value where, before the PPF becomes involved, the member has requested and accepted the transfer value in writing and has designated a scheme willing to accept that transfer value. Further, the Trustee may only pay that transfer value if: · it is satisfied that to do so is consistent with the objective of ensuring protected liabilities do not exceed assets (or that where they do, the excess is kept to a minimum); and · it reduces the transfer payment to the extent necessary to ensure that it does not exceed the cost of securing the benefits which correspond to the compensation that would be payable if the PPF were to assume responsibility.

14. 
Where the PPF has assumed responsibility for a scheme, the member will become entitled to compensation at normal pension age and transfer payments will not normally be allowed. Under the PPF, if I die within five years of retirement does the rule which pays out the five-year balance (the five-year guarantee) still apply?

The PPF will not pay compensation in respect of the five-year guarantee. 

15. 
As a deferred member, what benefits will be paid to my family by the PPF if I die before normal pension age? Will my spouse receive a pension, as would have happened with the T&N Scheme?

If a deferred member dies before normal pension age, the PPF will pay compensation to survivors in accordance with the rules of the PPF. Under these rules, your spouse or unmarried partner will receive compensation of 50% of the compensation payment to which you would have been entitled had you died at the date of your normal pension age. Compensation in payment for your spouse or unmarried partner will be increased each year in so far as it relates to active membership since 6 April 1997. In order to qualify for a survivor's pension, an unmarried partner must provide proof that they were cohabiting with you on the date of your death and they were financially dependent on you or interdependent with you. In addition, any children who were financially dependent on you at the date of your death and aged less than 18 will be eligible for compensation. Compensation is payable up to age 25 if the child is in full-time education or vocational training or is unable to engage in full-time employment as a result of a disability. The amount of compensation payable to a child will vary depending on the circumstances. If there is a surviving spouse or partner receiving survivors' compensation, the amount of compensation payable in respect of the surviving children is 25% of the member's periodical compensation where there is only one child or 50% of the member's periodical compensation where there is more than one child divided equally between them. If compensation is not payable to a spouse or partner, the amount of compensation payable in respect o f the surviving children is 50% of the member's periodical compensation if there is only one child, or 100% of the member's periodical compensation divided equally between them if there are two or more surviving children.

16. 
I have made contributions to AVCs under the T&N Scheme. How will potential benefits from AVC accounts be treated under the PPF?

The treatment of AVCs under the PPF will depend on the type of benefits the AVCs have been used to purchase. If your AVC account has been used to purchase additional pension from an external provider such as Norwich Union, the benefits that you receive from the provider in respect of your AVCs are unlikely to be affected by the PPF. If, however, your AVC fund has been used to purchase additional pension from the T&N Scheme on an added years basis, your benefits from your AVCs will be subject to the PPF compensation limits and the compensation cap (where applicable).

17. 
What happens to my death in service benefit if the PPF become formally involved with the T&N Scheme?

Once the PPF becomes formally involved with the T&N Scheme any life assurance cover providing a lump sum under the T&N Scheme ceases.

18. 
What happens if I transfer my benefits out of the T&N Scheme before the PPF become formally involved?

If you have transferred your benefits out of the T&N Scheme before the PPF becomes formally involved with the Scheme, you will not be eligible to receive compensation from the PPF.

