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“Direct Payment” of the state pension 

(January 2005 edition)

Introduction

Over the last 18 months, the National Pensioners Convention (NPC) has been discussing with ministers and officials at the Department for Work and Pensions (DWP), the Government’s decision to pay the state pension and other benefits directly into bank, building society or post office accounts. 

The result of these ongoing discussions and subsequent correspondence has been collated to produce this latest Briefing Paper, as a way of clarifying the proposed changes and offering some advice as to what individuals can do when faced with this new system.

Background

“Let me make one thing perfectly clear, no-one will be prevented from continuing to receive benefits in cash, at the post office, if he or she wants to, and not only monthly, but weekly.” 

Tony Blair 12/4/2000

Since April 2003, the Government has been phasing out the use of state pension books and replacing them with a system of payments made directly into individual accounts. This is known as Direct Payment.

The DWP claim the reasons for introducing this new system include:

· Helping to prevent benefit fraud

· Improving the security and safety of those who collect their pensions at the same time every week

· Offering a choice to individuals as to how they receive their pension

· Substantially reducing administration costs from 68p to 1p per transaction

How is this new system being introduced?

The new system covers the payment of Attendance Allowance, Bereavement Benefits, Disability Allowance, Incapacity Benefit, Invalid Care Allowance, Pension Credit, Severe Disablement Allowance, State Pension, War Pension and Widows Benefit.

The Pension Service has been writing and telephoning individuals, asking for the details of the account into which they wish to have their money paid. Individuals are asked to choose a type of account they would like their state pension (and any other benefits) paid into. The DWP will inform customers of the following options:

· A current or basic account from a bank/building society

· A Post Office card account 

However, there is also a cheque payment system for those who are unable to manage the Direct Payment method or do not wish to open an account (see Question 8). Individuals will need to expressly request this system, if they so wish, when talking to the DWP, as they will not offer it.

The latest figures show that out of approximately 11 million pensioners:

· 6.5m receive their pension through a bank/building society account

· 911,000 receive their pension through a post office card account

· 2000 receive their pension through a cheque payment

· 3.5m continue to receive their pension through a pension book and have yet to choose a alternative system

There is a possibility that among the 3.5m pensioners, there is still a large number who are angry at the loss of their pension book and, as a result, may decide to opt for a cheque payment.

How will Direct Payment work?

Whichever account is chosen, most of the withdrawals will be made using a plastic cash card and a Personal Identification Number or PIN (a four digit number specific to the individual), which will need to be tapped into a hole-in-the-wall machine for bank and building society accounts or a hand-sized key pad located on the branch counter for Post Office accounts. 

Questions and Answers

1. What assurances are there that the DWP will not try to persuade the customer to open a certain type of account? 
A: The DWP believes that most pensioners would probably use an existing account because (i) it is more convenient and (ii) the Post Office card account has limited features. But anyone who currently does not have any type of financial account or simply wants to open a Post Office card account will be able to so.
Comment: The NPC is concerned that some pensioners have been “persuaded” or bullied into having a Post Office card account which is unsuitable to their needs. Those with severe arthritis in particular have difficulty using the key-pads on the Post Office counters, yet this was not taken into account by those officials at the end of a phone-line who were supposed to be advising individuals about the best way to collect their pension.
Complaints have also been received from pensioners who have been sent strongly-worded letters or had numerous phone calls, aimed at getting them to open an account, despite their wishes. Some people have felt intimidated by this practice and have become very concerned that they will lose their pension if they do not open an account. However, the Government has no legal powers to stop paying an individual’s state pension even if they do not open up an account.

The NPC is also concerned that DWP staff do not make it clear to individuals that they can receive their pension in the form of a cheque payment, if it suits their circumstances. 

It is important to note that whatever method of payment an individual has chosen, they can always opt for one of the other methods afterwards, if they so wish.

2. Even if individuals have a bank/building society account, can they still withdraw their money from the post office? 

A: Yes. Customers with the following current accounts should be able to access their money at a Post Office branch:
Alliance and Leicester

Barclays

Bank of Ireland
The Co-operative bank

Lloyds TSB

Smile (internet bank)
Clydesdale Bank

3. How will the Post Office card account work?
With a Post Office card account the customer will:

· Give their card to a member of staff

· Tell them how much they wish to withdraw (either all or part of the balance)

· The staff will use the card and enter the amount to be withdrawn. The key pad will show the amount of money that has been requested

· If the customer is satisfied the amount is correct, they will enter their four digit PIN and receive their card, money and a receipt

4. What provision is being made for those who forget or lose their cards or PIN numbers? 

A: Pensioners with a Post Office card account who forget or lose their PIN number will need to report this to their local Post Office. Individuals will get three attempts to correctly put their number into the key pad before they will need to be issued with a new PIN/card. They will then need to ring a Post Office helpline, but they will not be charged for any replacements. 
In the meantime, if the pensioner does not have sufficient money they will need to claim a Crisis Loan at their local social security office. However, the awarding of a Crisis Loan would depend on the circumstances that the individual was in at the time.

Pensioners with a bank or building society account will need to contact their bank or building society if they lose or forget their PIN number.  

Comment: The NPC is completely opposed to pensioners having the inconvenience and humiliation of travelling to a local social security office and applying for a Crisis Loan – especially when there is no guarantee that they will actually be successful. This is both unfair and impractical and the Convention is pursuing this matter further with the DWP.

5. Are there any circumstances in which individuals will not get their pensions paid immediately?

A: There are a number of potential                circumstances in which someone may not be able to access their money when they get to the Post Office. The 3 main ones are:
 

(i) a computer failure – this has happened at least four times in the last six months. In the case the Post Office computer failing, they should make emergency payments of £20. In the case of a DWP computer failure, individuals will be asked to either come back another day or apply for a Crisis Loan (see Question 4)
(ii) if a customer loses their card - in this case the staff can use a "vault" card to help the customer access their money that day, providing the customer remembers their PIN number. A replacement card will then be sent to the customer
(iii) if a customer loses or forgets their PIN number – a new number would have to be sent by post, taking up to 3 days. If the pensioner cannot wait until their new PIN number arrives, they will need to claim a Crisis Loan (see Question 4)
 
Comment: Pensioners have also contacted the NPC to highlight cases where even individuals who have opted to have their state pension paid into a bank account, have found that the money has been sent to another branch, and even to another country. These administrative errors maybe few, but they nevertheless give rise to concern about the security of the Direct Payment system.
6. What are the rules regarding the weekly payment of pensions and other benefits? 
A: From April 2003, pensioners being paid into any type of account or by cheque will be able to receive their money weekly. Those currently being paid by pension book will automatically be transferred to weekly payments into their account when it is their turn to convert to Direct Payment. Pensioners currently being paid into their account every 4 weeks will also be able to convert them to weekly payments if they so wish, by contacting the Pensions Service free on 0800-092-7037. 

These weekly payments will be made in advance on the same payday as an individual would have received their 4 weekly payment.
7. What are the arrangements for pensions to be collected by a third party, especially in emergency situations? 
A: Customers paid by Direct Payment, who are unable to collect their own pension, have a number of options which are recognised by the banking community including: 

Power of Attorney arrangements; arranging a Third Party Mandate; having payments made into a joint account.

Those with a Post Office card account will also be able to obtain a second card, with a separate PIN, which will let a nominated person access their account. However, those without a regular third party to collect their pension on their behalf will probably be better suited by getting their pension in the form of a cheque payment (see Question 11).
8. What will happen if a bank, building society or post office card account is unsuitable for an individual?
A: After considerable pressure, the DWP now accepts that there will be some individuals who either cannot manage an account, either due to severe illness or disability or do not want to open an account. For those in this position, a cheque payment can be made.

9. How will individuals apply for the cheque payment?

A: Customers will not apply for the cheque payment. Those who have not yet provided their account details to the DWP will be contacted again and asked how they wish to receive their pension. If after this process, customers have still not provided the necessary details of their account, they will automatically be moved onto a cheque payment system. In the meantime, those unable to manage Direct Payment will be able to retain their pension books until April/May 2005.

10. How often will customers receive these cheques?

A: Cheques will be issued to the customer’s home address on a regular basis to match the current frequency of their benefit or pension payments, either weekly or monthly. They will be sent out two working days prior to the customer’s usual pay day and can be cashed at any post office.
11. How will third party collections work with a cheque payment?

A: The customer will sign the back of the cheque to indicate that they have asked someone else to cash it on their behalf. The person cashing the cheque will also have to sign and provide suitable identification.

12. What happens if the cheque is lost or doesn’t arrive?

A: Contingency arrangements will vary depending on the individual circumstances and needs of each customer, but might include:

· A further cheque payment being sent

· An individual having to go to their nearest benefits office to receive a payment

· An official visiting the customer at home with a payment
13. What happens if my circumstances change?

A: Anyone who has opted for either a Post Office card account, bank/building society account or cheque and wants to then change to one of the other systems, can contact the Pension Service on 0800-092-7037 and ask for different arrangements to be made. 
What happens next?

Supporters are encouraged to let the NPC know how the system is being introduced in your area and any problems that people encounter. This information can then be used in further meetings with the DWP to influence the future direction of government policy in this area.
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