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In this issue we focus on:
l Winners and Losers in next year’s New Scheme
l A Top-Up to be Snapped-Up?

Winners and Losers in next year’s New Scheme
In the economic interlude that preceded that most remarkable Election, I’ve been studying this month’s 
mini-barrage of HMRC fact sheets and guidance notes on the new State Pension structure now just 10½ months
away. Suddenly, it’s become an intensely interesting subject!

Next year’s new flat-rate State Pension sweeps away the existing State Scheme, with its low basic pension, and
multiple of earnings-related and means-tested add-ons. Its replacement is a higher, single-tier flat rate State
Pension for all.

These changes, which have been 3 years in the making, are intended to iron-out many of the inequalities that the
current system imposes upon the present day labour market – whilst also introducing the essential feature of clarity
to a system, which had become so unfathomable that it was almost beyond understanding.

The adoption next year of a flat-rate State Pension will take us right back to William Beveridge’s original concept
of a ‘basic non means-tested contributory retirement pension for all’, envisaged by his committee’s November
1942 Report. The Report, entitled ‘Social Insurance and Allied Services’ was the work of a Civil Service Committee,
commissioned by Winston Churchill’s wartime coalition government and chaired by economist, William Beveridge.
Many of the committee’s recommendations were later adopted by Clement Attlee’s post-war 1945 Labour
Government and, as what became known as the ‘Beveridge Report’, knitted together the threads of various existing
arrangements to form the basis of our ‘cradle to grave’ Welfare State.

The principle objectives within the 1942 Report of ‘universality’ and ‘comprehensiveness’ shone through those
early provisions and were incorporated within a series of Acts that delivered the Health Service, National Insurance,
Family Allowance and State Pension. Upon introduction, the basic State Pension payable in 1948 to a married
man of 65 was just £2/2s/0d a week, pitifully small now but around 30% of the average weekly wage of £7/5s/6d. 

68 years later and next year’s forecast flat-rate pension of around £155 per week is an almost identical 30% or so
of current Average Earnings! The difference will be in the age at which we get it. Females are already on an
extending State Pension Age that was to reach 65 by 2020. But now State Pension Age is to rise to age 66 for
everyone over the 2 years between 7th December 2018 and 7th October 2020.

Now for some surprising facts about the new flat-rate State Pension:

l It won’t affect you - if you’re already in receipt of State Pension.
l It won’t affect you - if you’re eligible to receive State Pension but have elected to defer it.
l It won’t affect you - if you’re a man, born before 6th April 1951.
l It won’t affect you - if you’re a woman, born before 6th April 1953.
l If you were born after these relevant dates, then it will affect you - you’re in the new ‘flat-rate’ State Pension

Scheme – whether you like it or not!
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https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/375689/employers-fact-sheet.pdf
http://www.ageuk.org.uk/money-matters/pensions/what-the-new-state-pension-reforms-mean-for-you/new-state-pension/
http://en.wikipedia.org/wiki/Beveridge_Report
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In the words of the (previous) Pensions Minister – Steve Webb – (when speaking of those who’ll reach State Pension
Age between 2016 and 2020 within the New Scheme), “some people will get more and others less than the full
single-tier amount”... of the estimated £155 per week flat rate. In fact Official estimates from the Department of
Work and Pensions (DWP) calculate that only 45% of retirees in this age group will get the full rate. This rises to
62% for those reaching SPA between 2021 and 2025 and then up to 81% by 2035.

So what’s going on? Let’s first remember that although David Cameron spoke proudly of the new State Pension
being “more generous” than the old, the DWP have said that, Government spending on pensions “will remain
broadly neutral for the next 25 years”. This means that with no new money going in, there’ll be both winners and
losers under the new scheme. Let’s look for the losers first.

The losers:

l Existing pensioners and those reaching SPA before 6 April 2016 won’t benefit.
l Everyone who has enjoyed membership of a ‘contracted out’ employers pension scheme or who voluntarily

contracted out under the Government SERPS initiatives, will suffer a deduction from their flat rate State
Pension to reflect their notional private pension, built up through NI rebates.

l High Earners won’t accrue any extra pension for their NIC’s – regardless of how long – or how much they’ve paid.
l Long-servers won’t accrue any extra benefits for their long-term NIC contribution history.
l Those with less than 35 years qualifying NIC payment history will suffer a proportionate reduction.
l Young people will lose their opportunity to build up a bigger ‘top up’ State Pension.
l Those with less than 10 years qualifying NIC payment history won’t get a thing!

And the winners?

l Shorter service or broken service workers who’ve previously been unable to build up enough NI credits to
enhance basic pension.

l The lower paid whose earnings haven’t previously been high enough to access or build up any second State
Pension entitlement.

l The self-employed who don’t currently qualify for second State Pension but under the new system will benefit
from the full flat-rate.

A Top-Up to be Snapped-Up?
The Government is also now about to enter the annuity business: for a period of 18 months starting this October,
those already in receipt of State Pension will be able to buy, with a capital sum, an additional State Pension of up
to £25 per week. The cost of such a purchase is determined by age – but for a 68 year old male, the maximum
£25 per week indexed pension (inclusive of ‘triple lock’ enhancement and 50% dependants) can be bought for
just £20,675 – roughly half the cost of an open-market annuity! 

At the moment it seems that we have to use cash rather than pension fund to make the purchase – nevertheless
if these forecast figures hold, then Santa may be arriving early for quite a few Silver Surfers. It’s early days yet –
but an interest in an October purchase can be registered by emailing: paid@caxtonhousedwp.gsi.gov.uk .

Geoffrey Stait
13 May 2015

The opinions expressed are those of the author. The material provided is for general information only and does not constitute
investment, tax, legal or other form of advice. You should not rely on this information to make (or refrain from making) any
decisions. Links to external sites are for information only and do not constitute endorsement. Always obtain independent
professional advice appropriate to your own particular circumstances.

https://www.gov.uk/government/organisations/department-for-work-pensions
https://www.gov.uk/government/organisations/department-for-work-pensions
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