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In this issue we focus on:
l		New State Pension – Winners and Losers
l		Old State Pension – Top-up

The accrual of Additional State Pension benefits within S(2)P – the successor of SERPS – finally came to 
an end just 3 months ago, although in truth, ‘2nd tier’ additional State Pension has had the life squeezed 
out of it for many years. News of the final passing of Additional State Pension was lost in the hullabaloo over 
the commencement of the new £155.65 ‘flat rate’ State Pension, which came into operation on 6th April.  

New State Pension – Winners and Losers 
The new ‘flat rate’ State Pension will be relevant to everyone who’s not yet reached their State Pension Age 
(SPA) - but will do so within the next 10 years. Note ‘relevant’ – not ‘payable’! Everyone who reaches their 
SPA on or after 6th April 2016 may get more – or less than the new £155.65 State Pension, dependent upon:
 
•  NIC payment record,  
•  amount of Additional State Pension that may have been built up over previous years, and  
•  whether an election to ‘contract-out’ had been made at any time or period from 1978 onwards.

A good many new retirees (reaching their State Pension Age after 5th April 2016) are going to be the  
lucky ones. These ‘winners’ will comprise: most of the lower paid and the majority of the self-employed.  
Final State Pension entitlement will be calculated under both the new flat rate State Pension and the old 
Basic State Pension (inclusive of any Additional State Pension accrued prior to 6th April 2016). The higher 
of the two benefits calculated will then become the actual State Pension payable. But these comparative 
calculations don’t imply that a minimum £155.65 per week State Pension is guaranteed – the reality is that 
the calculations undertaken for both old and new benefit structures will utilise actual NIC payment (and 
credits) history, contracted-out deductions and SERP’s/S(2)P credits earned – with the result that even the 
higher of the two calculated pensions could still be less than £155.65 per week!

Because we have winners, we also have losers.  

Amongst the losers will be many of those already retired and in receipt of their ‘old rules’ State Pension 
(including those eligible but have chosen deferral) – because for them, the new flat rate State Pension is 
an irrelevance, even if their present State Pension is less than £155.65 per week. To this sizeable ‘losing’ 
group we must add most of the younger generation. An estimated 75% of those currently in their 20’s will 
be worse off – as will an estimated 66% of those currently in their 30’s. In essence, the vast majority of the 
younger workforce will have a poorer State Pension in retirement than they would have had under the old 
State Scheme structure.

To many, this generational imbalance seems unfair – although successive governments have forced 
through so many changes to State Pension that whatever is indicated now will bear little resemblance to 
any State Pension that might come into payment in 30 or 40 years’ time.
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When considering fairness it’s also important to recognise that, when compared against just about every 
one of the western world’s developed economies, our U.K. State Pension is the meanest of the lot – in fact 
only in Mexico is a pensioner worse off!

Now whilst I guess it’s unfair to simply compare benefit levels, without also comparing contribution rates, 
the fact remains that pensioners throughout the EU, Australasia, the U.S.A. and many countries in the  
Middle East do much better than we do. To pick out a few examples; our new State Pension (of less than 
40% of Average Earnings) compares with: 

100% of Average Earnings for the Dutch,  
95% of Average Earnings for the Hungarians, 
81% of Average Earnings for the Italian, 
80% of Average Earnings for the Spanish, 
77% of Average Earnings for the French, 
70% of Average Earnings for the Greeks, 
but only 57% of Average Earnings for the Germans!

Oh and by the way, ‘State Pension Age’ for the French and the Italian’s is just 61!

Check this out on: http://researchbriefings.parliament.uk/ResearchBriefing/Summary/SN00290 

 
Old State Pension – Top-up 
Everyone already in receipt of State Pension (and therefore excluded from the new arrangements)  
now has the opportunity to buy – with personal cash – additional State Pension, should they so wish.   
Although limited to a maximum £25.00 per week, the published lump sum cost of this ‘top-up’ State  
Pension compares very favourably with standard open market pension annuity terms. Costs will of course 
vary with age of the purchaser – but indicative figures for a male pensioner are as follows:-

Age at Purchase Date Lump Sum Cost Taxable Top-Up Pension 
65 on 1st April 2016 £22,250 £25 per week/£1,300 pa 
70 on 1st April 2016 £19,475 £25 per week/£1,300 pa 
75 on 1st April 2016 £16,850 £25 per week/£1,300 pa 
80 on 1st April 2016 £13,600 £25 per week/£1,300 pa 
85 on 1st April 2016 £9,850 £25 per week/£1,300 pa

The attractiveness or otherwise, of these terms is highly subjective – but if measured against broadly  
comparable, insured, non-underwritten, index-linked pension annuities, we find that the government’s 
terms substantially undercut open-market rates.

Should this carry appeal (remembering that this ‘top-up’ must be purchased with personal cash,  
not pension fund monies), then further info is available on: www.gov.uk/state-pension-topup 

A closing date of 5th April 2017 will apply. 
 Geoffrey Stait 
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