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Ombudsman’s Determination 

Applicant Mr H 

Scheme  Principal Civil Service Pension Scheme (the Scheme) 

Respondents Cabinet Office 

MyCSP  

Outcome  

 

Complaint summary  

 Mr H’s complaint is that MyCSP inverse commuted £9,870.73 of his lump sum 

benefits at final retirement for an additional yearly pension of £620.87. Mr H questions 

the authority/legality of MyCSP’s action and wants the lump sum paid to him. 

Background information, including submissions from the parties 
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“For cases of inverse commutation under rule 1.19 (unauthorised lump sum 

payment)…the member can only surrender the lump sum in exchange for an 

increase to the member’s pension.”  

 

 

 

 

 

 

• Why was inverse commutation not mentioned on MyCSP’s website, in the 

Scheme booklets or annual benefit statements?  

 

• Why was the refund of his WPS contributions plus interest included as part of his 

PCLS?  

 

• Why did the March 2017 quotation use wrong reckonable service? 

 

• MyCSP had mentioned that without inverse commutation he would be liable to 

55% tax. Would this be more beneficial to him than the 52% deduction from 

inverse commutation? 

 
1 That is 20 x annual pension after NI modification + any lump sum. 
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• Why was there no “ownership” of his case within its organisation enabling 

responses to come from the same person? 

 

 

• He required an explanation of inverse commutation and why it applied to his 

modest circumstances. 

 

• He required specific evidence (“para or section which contains the legislation”) 

that inverse commutation was compulsory. 

 

• He had previously submitted a computation based on PTM063002 indicating that 

the deduction from his lump sum should not exceed £2,836. He had also given 

other computations indicating that there should be no deduction. He required 

MyCSP’s response.  

 

• ‘The classic retirement benefits: A brief guide to the benefits available’ was 

published in March 2011 and therefore available on the Civil Service Pension 

Scheme website when he took partial retirement in April 2011. The booklet 

explained: 

 

“Am I entitled to a refund of my WPS contributions? 

If you remain single through to your retirement, you will receive a refund of the 

widows/widowers contributions you paid for the period that you were single. This 

will be paid as an additional lump sum when you finally leave and take your 

pension, provided that this will not exceed the limit set by HMRC. (In the unlikely 

event that this applies, the excess will be paid to you as pension instead.)” 

 

• However, it noted his concerns about the guidance and information available to 

members on WPS refunds payable at final retirement. It had referred his 

comments to its Scheme Communication team who would undertake a review of 

the documents available to members. It therefore upheld this aspect of his 

complaint. 

 

• Cabinet Office had agreed the format of Annual Benefit Statements (ABS). While 

Mr H believed compulsory inverse commutation should be included on the ABS, 

the number of active, deferred and pensioner members of the Scheme meant it 

was not possible to carry out such a level of validation and produce bespoke 

statements. An ABS was a projection of a member’s benefits. It was not possible 

to project whether compulsory inverse commutation would be necessary. It was 

 
2 This applies to money purchase arrangements and says, depending on the rules of the scheme, the 
member can take their entire uncrystallised funds as a single lump sum or as a number of lump sums spread 
over a period of time. 
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unable to confirm whether a member’s pension lump sums would exceed 25% of 

the value of their total benefits until final retirement. 

 

• As a WPS refund was not payable until final retirement it deemed it unnecessary 

to include details of it and the potential for compulsory inverse commutation on a 

partial retirement statement. However, the 2012 Pension Benefits Estimate did 

advise on inverse commutation. 

 

• The WPS refund arrangements changed from April 2006 in accordance with 

changes to tax legislation applicable to pensions. Tax simplification meant that on 

final retirement WPS refunds were to be treated under rule 4.19 (ix)(a) as part of a 

civil servant’s PCLS. As his WPS refund plus pension lump sum exceeded the 

maximum PCLS permitted under HMRC rules, in accordance with rule 1.19, it had  

converted part of his excess lump sum into a pension. 

 

• It accepted that its advice on inverse commutation had been disjointed at times. 

However, the information was correct and in accordance with the Scheme rules 

and current tax legislation. 

 

• It agreed that there had been no ownership of his case within MyCSP. This had 

resulted in a lack of clarity and consistency in its responses.  

 

• The March 2017 retirement quotation inaccurately stated his additional reckonable 

service. This was an administrative oversight that occurred during the calculation 

of his award. A corrected retirement quotation had been issued in April 2017. 

 

• As the Scheme was not a money purchase arrangement, PTM06300 was not 

relevant to the calculation of his PCLS. 

 

• There was no provision for a member to opt for a tax charge on their full benefits 

as anything over the 25% HMRC limit of total benefits must be inversely 

commuted. 
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• Rule 1.19 indicated that restrictions to lump sums was not compulsory. 

 

• GAD’s March 2015 document contradicted MyCSP’s claim that inverse 

commutation was mandatory and made no reference to the 25% rule. 

 

• HMRC’s PTM063230 stated that the permitted lump sum payable was 25% of the 

Lifetime Allowance and not 25% of pension benefits. 

 

• It therefore appeared his lump sum should be paid in full.  
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“In reviewing the information available to individuals who take partial retirement and 

also have entitlement to a WPS refund it is clear that the guidance and statements 

issued do not give an adequate amount of information for you to make an informed 

decision. 

As this is a genuine administrative error we have instructed MyCSP to revisit your 

case and offer you a retrospective opinion to change the choices made at partial 

retirement in order to take a larger WPS refund lump sum at final retirement. There 

will be no unauthorised payment issues and no tax implications where any overpaid 

pension is used to offset the underpaid lump sum if you decide to change your 

options.” 

 

 

 

 

 

 

 

 

 
3 MyCSP provided links to the Scheme’s website on ‘partial retirement’ and ‘member calculators’ 
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4 Mr H reiterated the main points of that email. 
5 That is more WPS refund as a lump sum. 
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Adjudicator’s Opinion 

 

• As a member of a defined benefit pension scheme, the amount of PCLS that Mr H 

can receive is determined by the Scheme’s rules. However, the Finance Act 2004 

imposes an overriding upper limit on the amount of PCLS available to a member 

when they take benefits. In most cases this limit is the lower of 25% of the total 

notional value of pension benefits6 being put into payment and 25% of the 

member's available lifetime allowance. 

• Under rule 1.19 “any benefit payable as a lump sum under the rules” which would 

be an unauthorised payment may in part or in total be paid “in the form of a 

pension calculated in accordance with guidance provided by the Scheme actuary.” 

This includes the refund of WPS contributions paid as an additional lump sum (a 

PCLS for the purposes of Part 4 of the Finance Act 2004) under rule 4.19. 

• The inverse commutation of part of Mr H’s WPS refund and lump sum at final 

retirement to an equivalent pension for life does not amount to a financial loss. Mr 

H is receiving the same overall benefit but in a different form. This ensured that 

his PCLS at final retirement did not exceed the permitted maximum of 25% of his 

total pension benefits; thereby avoiding an unauthorised payment charge by 

HMRC. 

• Cabinet Office and MyCSP have accepted that the information (guidance and 

statements) available to Mr H, and other similarly affected members, was 

inadequate to make a fully informed choice(s) at partial retirement. To put matters 

right Cabinet Office:  

o has given Mr H the option to revisit his choice(s) at partial retirement; and   

 

o is working with MyCSP to revise the relevant literature to provide more 

information on the implications of taking partial retirement if there is an option 

of a WPS refund at final retirement. 

 
6 The notional value of pension benefits crystallised is [the residual annual pension x 20] + the PCLS  
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 Mr H did not accept the Adjudicator’s Opinion and the complaint was passed to me to 

consider. Mr H provided his further comments which do not change the outcome. I 

agree with the Adjudicator’s Opinion and I will therefore only respond to the key 

points made by Mr H for completeness. 

Ombudsman’s decision 

 Mr H says he did not receive the February 2012 Pension Benefit Estimate issued by 

MyCSP. Nevertheless, the statement was correctly addressed to him. 

 Mr H says paragraphs 11 and 12 of the 2015 GAD guidance indicates that inverse 

commutation is voluntary. But that only applies where a member has the option to 

convert part of his/her lump sum for an additional pension. Mr H does not have that 

option as his lump sum calculated at final retirement exceeds the permitted maximum 

of 25% of his total pension benefits by £9,870.83. Therefore, as explained in 

paragraph 18 of the same guidance, under rule 1.19 the portion of the lump sum in 

excess of this limit can only be exchanged for an increase to his pension. 
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 Mr H’s calculation ignores that if the £9,870,73 was now paid as an additional lump 

sum, without him taking up the offer to revisit his partial retirement choices, it would 

constitute an unauthorised payment and be liable to tax at 40% or higher. In any 

event the inverse commutation of £9,870.83 for an additional pension of £620.87 per 

annum does not amount to a financial loss. It is an equivalent benefit. 

 

 Cabinet Office has accepted that the information made available to Mr H around the 

time of his partial retirement was inadequate for Mr H to make an informed decision 

about what he wanted to do. It has therefore agreed to allow Mr H to revisit that 

decision and I am satisfied that, if Mr H now takes up that offer, he will be placed 

back in the position he would have been in if he had been given the proper 

information in the first place.  

 Mr H says while Cabinet Office’s “solution” might give short term redress, the loss of 

part of his pension for the rest of his life would quickly undo that and he would be 

financially disadvantaged. I disagree for the reasons above.  Moreover, Mr H is not 

obliged to change his choice(s) at partial retirement.  

 If Mr H chooses to change his choice(s) at partial retirement, resulting in the recovery 

of overpaid pension paid; and Mr H is unable to claim back any part of the tax paid on 

the recovered sum from HMRC, then Cabinet Office should compensate Mr H by 

paying him the shortfall. 

 In September 2019, on Cabinet Office’s instruction, MyCSP sent Mr H a letter inviting 

him to revisit his partial retirement options, explaining what they were, and asking him 

to confirm what he would like to do. Mr H now needs to choose one of the options 

offered so that MyCSP can provide him with detailed calculations of how his benefits 

will be adjusted if he changes his original choice. Mr H will be asked to make a final 

decision after he has that detail and can see exactly what outcome his indicative 

choice would produce. Cabinet Office have confirmed that the options pack will be 

sent to Mr H again when I issue this decision. MyCSP are aware that Mr H wants to 

maximise his tax-free lump sum and have undertaken to contact him if it thinks the 

choice he makes might not produce the results he requires. I hope that Mr H will now 

feel confident to take up the offer of redress which has been made to him. 
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 Therefore, I do not uphold Mr H’s complaint. 

 
Karen Johnston 

Deputy Pensions Ombudsman 
04 February 2020 
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Appendix 

Principal Civil Service Pension Scheme: Section II - The 1972 Section (Classic) 

 

 

“This rule applies where any benefit payable as a lump sum under the rules would 

be an unauthorised payment for the purposes of Part 4 of the Finance Act 2004 

(see section 160(5) of that Act). The Minister may determine in such cases that 

some or all of the benefit shall instead be paid in the form of a pension calculated in 

accordance with guidance provided by the Scheme actuary.” 

 

Section 4 ‘Widows’ and Dependants’ Benefits Contributions’  

 

 

 

4.19  (ix) When this paragraph applies: (a) the refund of contributions payable to  

the civil servant shall be paid as an additional lump sum when his pension 

commences under rules 3.1 [‘Ordinary Retirement’]…(the additional lump 

sum shall form part of the civil servant's pension commencement lump sum 

for the purposes of Part 4 of the Finance Act 2004);..” 

 

Finance Act 2004 

 

 

 

“1 

(1) For the purposes of this Part a lump sum is a pension commencement lump 
sum if— 

 

(aa) the member becomes entitled to it in connection with becoming entitled to 
a relevant pension… 

 

(b) it is paid when all or part of the member's lifetime allowance is available.., 

 

(c) it is paid within the period beginning six months before, and ending one year 
after, the day on which the member becomes entitled to it, 

 

https://perspective.info/documents/act-fa2004/#act-fa2004-txt-151.1
https://perspective.info/documents/act-fa2004/#act-fa2004-txt-166.2
https://perspective.info/documents/act-fa2004/#act-fa2004-txt-165.3
https://perspective.info/documents/act-fa2004/#actsch-fa2004-txt-29.1.1.3
https://perspective.info/documents/act-fa2004/#act-fa2004-txt-151.1
https://perspective.info/documents/act-fa2004/#act-fa2004-txt-218
https://perspective.info/documents/act-fa2004/#act-fa2004-txt-219
https://perspective.info/documents/act-fa2004/#act-fa2004-txt-151.1
https://perspective.info/documents/act-fa2004/#act-fa2004-txt-166.2
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(d) it is paid when the member has reached normal minimum pension age..,and 

 

(f) it is not an excluded lump sum… 

 

(2) But if a lump sum falling within sub-paragraph (1) exceeds the permitted 
maximum, the excess is not a pension commencement lump sum. 

 

… 

 

2  

         (5) …the permitted maximum is the lower of— 
 

(a) the available portion of the member's lump sum allowance, and 
 

                (b) the applicable amount, calculated in accordance with paragraph 3. 

 

               (6) The available portion of the member's lump sum allowance is— 

 
• where— 

• CSLA is the current standard lifetime allowance, and 

• AAC is the aggregate of the relevant amount in the case of each benefit 
crystallisation event which has occurred in relation to 
the member beforthe member becomes entitled to the lump sum, as adjusted under 
sub-paragraph (7) (and if no such benefit crystallisation event has occurred, is nil). 

 

… 

 

3 

 

(6) Where the member becomes entitled to a scheme pension under a defined 
benefits arrangement, the applicable amount is— 

 
… 

 

 (7) In sub-paragraph (6)— 

 

• LS is the amount of the lump sum, and 

• AC is— 

o (a)in a case where the member becomes entitled to 
the pension before reaching the age of 75, the amount crystallised by 
reason of the member becoming entitled to the pension…”  

 

https://perspective.info/documents/act-fa2004/#act-fa2004-txt-151.1
https://perspective.info/documents/act-fa2004/#act-fa2004-li-279.1.1.5
https://perspective.info/documents/act-fa2004/#actsch-fa2004-txt-29.1.1.4
https://perspective.info/documents/act-fa2004/#actsch-fa2004-txt-29.1.1.5
https://perspective.info/documents/act-fa2004/#actsch-fa2004-txt-29.1.1.5
https://perspective.info/documents/act-fa2004/#actsch-fa2004-txt-29.1.2.6
https://perspective.info/documents/act-fa2004/#act-fa2004-txt-151.1
https://perspective.info/documents/act-fa2004/#act-fa2004-txt-218.2
https://perspective.info/documents/act-fa2004/#act-fa2004-txt-216
https://perspective.info/documents/act-fa2004/#act-fa2004-txt-216
https://perspective.info/documents/act-fa2004/#act-fa2004-txt-151.1
https://perspective.info/documents/act-fa2004/#act-fa2004-txt-151.1
https://perspective.info/documents/act-fa2004/#act-fa2004-txt-166.2
https://perspective.info/documents/act-fa2004/#act-fa2004-txt-216
https://perspective.info/documents/act-fa2004/#act-fa2004-txt-151.1
https://perspective.info/documents/act-fa2004/#act-fa2004-txt-165.3
https://perspective.info/documents/act-fa2004
https://perspective.info/documents/act-fa2004/#act-fa2004-txt-152.6
https://perspective.info/documents/act-fa2004/#act-fa2004-txt-152.6
https://perspective.info/documents/act-fa2004/#act-fa2004-txt-151.1
https://perspective.info/documents/act-fa2004/#act-fa2004-txt-165.3
https://perspective.info/documents/act-fa2004/#act-fa2004-txt-165.2
https://perspective.info/documents/act-fa2004/#act-fa2004-txt-216
https://perspective.info/documents/act-fa2004/#act-fa2004-txt-151.1
https://perspective.info/documents/act-fa2004/#act-fa2004-txt-165.3
https://perspective.info/documents/act-fa2004/#act-fa2004-txt-165.2
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HMRC - PTM063230 
 

 

“The maximum level of pension commencement lump sum payable 

Paragraphs 1(2), 2 and 3, Schedule 29 Finance Act 2004 

The maximum level of pension commencement lump sum that can be paid under 
an arrangement at a given time is referred to as the ‘permitted maximum’. 

A scheme can pay a member a higher lump sum, if they so wish. But any amount 
over the permitted maximum will not be a pension commencement lump sum. 
However, if the excess payment was paid with the intention of being a pension 
commencement lump sum and is authorised under the Registered Pension 
Schemes (Authorised Payments) Regulations 2009 - SI 2009/1171, then it will be 
accepted as being an authorised payment. For the purposes of the tax rules, it will 
be treated as a pension commencement lump sum (see PTM063260). If none of the 
above-mentioned regulations apply, it will be an unauthorised member payment and 
taxed accordingly. 

 
Definition of permitted maximum 

Paragraph 2 Schedule 29 Finance Act 2004 

The permitted maximum is defined in the legislation as being the lower of two 
amounts. These are: 

• the available portion of the member’s lump sum allowance, and 

• the applicable amount. 

In broad terms the available portion of the member’s lump sum allowance is an amount 

equal to 25% of the member’s lifetime allowance available when the lump sum 
crystallises.  It is calculated on the basis that the member is entitled only to the standard 
lifetime allowance. However for individuals with valid primary or enhanced protection 
(but no lump sum protection), where entitlement to the lump sum arose after 5 April 
2014 and whilst the standard lifetime allowance is less than £1.5 million, use £1.5 
million in the calculation instead.  Full details on how to calculate the available portion of 
the member’s lump sum allowance can be found at PTM063250. 

In broad terms the applicable amount represents 25% of the capital value of the 
benefits coming into payment under the relevant arrangements under the scheme 
generating the lump sum payment, but ignoring any disqualifying pension credit held.” 

 

https://www.gov.uk/hmrc-internal-manuals/pensions-tax-manual/ptm063260

